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To those who stood their ground when the markets demanded patience, this book 

is a quiet salute. It is for the trader who remained awake long after the screens 

dimmed, replaying every candle and confronting every mistake with the honesty 

that growth demands. It is for the learner who transformed confusion into 

discipline, and for the individual who discovered that understanding often rises 

from the very moments of doubt. 

● To the trader who kept zooming in and zooming out on the same chart, 

hoping it would finally reveal what the market had been quietly trying to 

teach. 

● To the student who asked with equal parts curiosity and impatience, “The 

basics make sense… but when does clarity truly begin?” 

● To the working professional who studies charts only after long office 

hours, yet continues to pursue a skill that rewards discipline far more than 

convenience. 

And to the Bonfire Trader community — your commitment to learning without 

shortcuts, your preference for clarity over noise, and your belief that skill carries 

farther than luck — you are the inspiration behind every page that follows. 

Somewhere between your first loss and your first lesson, a small but steady flame 

began to rise. This book exists to help that flame burn with even greater purpose, 

illuminating the path that curiosity first opened. 

 

 

  



 

 



 

The acknowledgments for this journey belong not to one person, but to the 

thousands of readers and students whose curiosity shaped every chapter. Each 

question you raised, each moment of doubt you voiced, and every quiet “why” 

became the heartbeat that pushed this book forward. My mentors played a profound 

role too—reminding me that a candle on the chart is never just data, but a reflection 

of human behaviour, hesitation, confidence, and collective sentiment wrapped in a 

single moment. 

My family stood beside me through countless nights when the room was lit only 

by the glow of a screen, trusting that the charts I stared at for hours would someday 

make sense to others as well. Their patience held me steady when the journey felt 

heavier than expected. And to the Bonfire Trader community—your determination 

to learn with clarity, your belief in structured education, and your persistence in 

choosing discipline over shortcuts—your trust has transformed this effort into 

something far greater than its original intent. This book exists because you made 

the path meaningful. 

 

 

 

  



 

 

 

 



 

Purpose and Fair Use Notice 

Certain chart patterns, indicator names, regulatory descriptions, and procedural 

explanations (such as SEBI rules, IPO process terms, and investor-protection 

mechanisms) presented in this book are adapted from publicly available 

educational materials issued by the Securities and Exchange Board of India (SEBI), 

the National Stock Exchange of India (NSE), the Bombay Stock Exchange (BSE), 

and the Ministry of Corporate Affairs (MCA). 

These excerpts are used solely for educational and illustrative purposes under the 

fair-dealing provisions of the Indian Copyright Act, 1957. All such educational 

concepts remain the property of their respective owners and are cited here for fair-

use acknowledgement. 

Facts, rules, and figures are current as of November 2025. 

Educational Purpose 

This book is created strictly for educational and informational purposes. 

 All examples, chart patterns, price levels, strategies, and market situations 

discussed are designed only for learning and conceptual understanding. 

 They must not be construed as buy, sell, hold, or short recommendations for 

any stock, index, or derivative instrument. 

Risk Awareness 

Financial markets involve significant risk. 

Trading or investing—especially using leverage, margin, or intraday 

positions—can result in substantial financial losses. 

 Past market behavior, historical charts, or indicator patterns do not guarantee 

future results or profits. 

 Readers are encouraged to first build knowledge, discipline, and risk-

management skills before applying any concepts discussed in this book. 



 

Regulatory Declaration 

At the time of publication, the author is NISM-certified in multiple market 

modules but is not a SEBI-registered Research Analyst (RA) or Investment 

Adviser (IA). 

Readers are strongly advised to seek professional guidance from a SEBI-

registered RA/IA or other qualified financial expert before making any real-

world trading or investment decisions. 

Liability Disclaimer 

Neither the author, publisher, nor Bonfire Trader Strategic Pvt Ltd shall be 

held responsible for any financial, emotional, or consequential losses arising 

from the use, misinterpretation, or implementation of the material presented in 

this book. 

While every effort has been made to ensure accuracy, readers are encouraged to 

cross-verify regulatory details from official SEBI, NSE, and MCA websites. 

Final Note 

This book’s mission is to promote financial awareness and responsible trading. 

Remember: Learn first — trade only when ready. 

 



 

There was a time when I, like many beginners, looked at charts as if they were 

secret maps—silent guides that somehow held the power to reveal what lay ahead. 

I memorized every pattern, traced every formation, and repeated every rule, 

believing that certainty would emerge if I only studied hard enough. Yet the market 

continued to move with its own rhythm, untouched by my expectations. 

Everything changed on a quiet evening when I shifted a single question. Instead of 

asking, “What will happen next?” I asked, “What is happening right now?” 

 That simple shift opened a doorway. 

Every candle—whether bold or hesitant, rising or falling—began to sound like a 

voice in a much larger dialogue. It carried hints of sentiment, pressure, confidence, 

and caution. And slowly, I realized that technical analysis was never about 

extracting perfection. It was about learning to listen. 

This book is my effort to help you hear that rhythm. Not through shortcuts or 

promises, but through clarity, observation, and a deliberate calm. As you move 

through these pages, you’ll discover how candles reflect behaviour, how price 

reveals intent, and how patterns speak when approached with patience rather than 

urgency. Over time, the process begins to feel less like analysis and more like 

understanding. 

Because the moment you stop chasing predictions and start studying behaviour, the 

market no longer appears as a puzzle—it becomes a mirror, revealing the story 

behind every movement. 

This book is written solely for educational understanding and does not provide any 

trading advice, recommendations, or assurances of outcomes. 

 

  



 

 



 

There comes a phase in every trader’s journey when the screen is overflowing with 

information—charts layered with indicators, news streaming in the background, 

messages from groups promising clarity, and option chains flickering with numbers 

that seem urgent. Yet despite all this noise, the important move slips past unnoticed. 

Entries feel delayed, exits feel rushed, and every outcome appears to be shaped 

more by luck than intention. In those moments, it becomes tempting to believe that 

one more tool, one more indicator, or one more opinion might finally offer 

certainty. 

But for many learners, a turning point arrives unexpectedly—often out of fatigue 

rather than strategy. They close the charts filled with clutter, silence the 

notifications, and leave only a simple candlestick chart in front of them. No 

commentary. No external voices. Just price, structure, and quiet. 

In that stillness, the market begins to reveal what had been hidden in plain sight. A level 

where price attempted to rise but failed repeatedly suddenly stands out. A burst of volume 

before a decisive move becomes impossible to ignore. A small wick that once looked 

insignificant now appears as the first hint of pressure building beneath the surface. For 

the first time, the chart is not being watched; it is being understood. 

This realization reshapes the way technical analysis is approached. The market had 

always been communicating through behaviour, repetition, and reaction—it was 

the surrounding noise that kept drowning it out. Every trader begins with 

excitement, drawn in by the speed, the movement, and the possibilities glowing on 

the screen. Yet the market tests qualities that excitement alone cannot sustain: 

patience to wait, perception to notice, and presence to interpret. 

Technical analysis is not about predicting the next candle; it is about becoming 

aware of the current one. It is about observing with clarity instead of reacting in 

haste. This book is written for that exact moment—the fragile space between action 

and awareness—when a trader stops chasing price and starts listening to it. 



 

And when that shift happens, trading begins to feel less like chaos and more like 

quiet understanding. 

 

 

 

 



 

There are generally two kinds of readers who arrive at these pages. The first is 

someone who has travelled through Book 1, absorbed the foundations, and now 

feels the unmistakable pull to go deeper. The second is the learner who has stepped 

in directly, driven by a simple, honest intention: “I want to understand technical 

analysis.” 

 This book is written with both of you in mind. 

If you’ve come from Book 1, consider this a continuation of your journey. You 

already understand how the market is structured; now we shift our attention to how 

it behaves — how price breathes, how momentum forms, and how patterns emerge 

from seemingly ordinary movements. 

And if you begin your journey here, you have not arrived late. Technical analysis 

does not demand prior expertise; it demands seriousness, patience, and the 

willingness to observe without rushing for conclusions. 

In these chapters, we explore the market in its truest form — not as lines, shapes, 

or ready-made shortcuts, but as expressions of collective intention: 

● Candlesticks are not artistic designs; they are snapshots of emotion and 

pressure. 

● Support and resistance are not fixed lines; they are memory zones where 

decisions of the past echo into the present. 

● Trends do not appear out of thin air; they evolve from repeated 

participation. 

● Indicators are useful companions, but never the ones in control. 

● And no chart, no matter how elaborate, is complete without the discipline 

of the person reading it. 

By the time you reach the final page, the goal is simple: that you can open any stock 

or index chart and recognise, with clarity and calmness: 

● the prevailing trend, 

● the zones where buyers may be active, 

● the regions where sellers might respond, 



 

● and whether a particular area aligns with your personal comfort or if it’s 

wiser to step back. 

That clarity — steady, grounded, and earned — is the true purpose of this book. 

 

  



 

Move through this book slowly, almost deliberately. Technical analysis is not 

something the mind absorbs in a rush; it settles in layers, just like a skill learned 

through repetition. Reading three chapters in one night and approaching the next 

morning with heightened excitement rarely helps. Chart-reading, much like 

learning your first handwriting, begins with uneven strokes and gradually evolves 

into clarity through practice, patience, and steady observation. 

After each chapter, open a real chart — any actively traded stock listed on NSE or 

BSE will do. Let the screen become your classroom. If you have just learned about 

support and resistance, mark the levels and revisit how price reacted there in the 

past. If the chapter covered volume, observe how rising or falling volume aligns 

with the behaviour of price. And when you learn about patterns, go back in time on 

any chart and identify them without the pressure of taking a trade. The objective is 

to train your eye, not to rush into action. 

One aspect many overlook is that technical analysis is not built only for identifying 

entries. Some of its greatest value lies in recognising no-trade zones — stretches 

of price movement where indecision, volatility, or lack of clarity signal that 

stepping aside may be the most sensible choice. A skilled market participant is not 

defined by how frequently they trade, but by how selectively they choose their 

moments. This book seeks to help you recognise those moments with increasing 

precision. 

Above all, remain humble in front of price. No matter how much you study, price 

remains the final truth on the screen. Our role is simply to read it with respect, 

awareness, and consistency. 

 

 

 



 

 

  



 

Upendra Nimmadi is the Founder & CEO of Bonfire Trader Strategic Pvt. Ltd., 

an investor-education and research platform built with one mission — to help 

everyday Indians understand financial markets with clarity, confidence, and 

complete compliance. 

His journey didn’t begin with expertise, but with the same confusion every 

beginner faces. Overwhelmed by jargon, distracted by shortcuts, and misled by 

market noise, he struggled to find the direction every learner needs. Years of 

disciplined study, hands-on market experience, and guidance from seasoned 

mentors transformed that confusion into clarity — and eventually, into purpose. 

At the heart of that purpose lies a simple truth: 

“People don’t fail in the market because they lack intelligence. 

 They fail because they lack direction.” 

With this realisation, Upendra developed one of India’s most structured learning 

paths for financial education — a step-by-step framework that guides learners from 

basics to mastery: 

Basics → Technicals → Derivatives → Fundamentals → Wealth & Psychology 

This framework has helped thousands move from fear and hesitation to confidence 

and discipline in their financial journey. 

With 8+ years of market experience, multiple NISM certifications, AMFI 

registration, and a commitment to SEBI-compliant investor education, Upendra 

has trained 5,000+ learners across India through online programs and 20+ offline 

workshops held in Vijayawada, Hyderabad, and Vizag. 

As an AMFI-registered distributor, he supports families in building long-term 

investment discipline. He facilitates ₹10,00,000+ in monthly SIP contributions, 

with over ₹5 crore in mutual fund assets distributed under his guidance — 

helping investors follow a responsible and well-structured wealth-building 

approach. 

Upendra’s financial philosophy is rooted in timeless principles: 



 

● Capital protection over excitement 

● Process over prediction 

● Education over shortcuts 

To him, the stock market is not a gamble or a race — it is a classroom where 

discipline shapes success, patience builds wealth, and knowledge becomes the 

greatest form of freedom. 

Through Bonfire Trader, Upendra continues to guide, teach, and inspire a growing 

community of learners who aim to build a confident and secure financial future. 

For learning, support, or guidance: 

Website: bonfiretrader.com 

Email: support@bonfiretrader.com 

 

  



 

Before you turn the next page, pause for a moment. 

Not for me — for yourself. 

Make a quiet, personal promise. 

A promise that you will learn before you leap, observe before you act, and reflect 

before you repeat. 

A promise to treat every chart not as a challenge to conquer, but as a mentor 

offering its lessons with silent precision.

Promise yourself that your losses will be viewed as chapters of experience, not as 

setbacks… 

And your profits, not as validation of brilliance, but as reminders that patience has 

a rhythm of its own. 

And when you finally put these concepts into practice, carry a small reminder 

within you: 

“I will not rush. 

 I will not trade merely because I have discovered a new pattern. 

 I will wait for confirmation. 

 I will protect my capital. 

 I will allow my growth to be steady — even if it is slow — because consistency 

compounds.” 

If you can hold this promise close, every chapter ahead will serve you with clarity 

and purpose. 

Because in the markets, when discipline becomes your natural state, progress 

follows quietly — like a shadow that never leaves your side. 

 

  



 

  



 

“The Language of Charts” 

If Book I offered you the foundational alphabet of the markets, then Book II invites 

you into its grammar — the part where charts transform from static images into 

conversations. A candlestick is never just a color or a shape; it is a brief, intense 

negotiation between buyers and sellers. A breakout is not merely price crossing a 

boundary; it is a shift in collective psychology. Support and resistance are the quiet 

footprints of capital — areas where decisions have been made before, and where 

market participants often pause to think again. 

As you progress through this section, these visual signals will begin to feel less like 

random movements and more like unfolding narratives of crowd behavior. You 

will gradually see how each element of a chart carries meaning: 

1. Candlestick patterns begin to mirror sentiment, revealing how buyers 

and sellers negotiate strength, hesitation, or exhaustion within a single 

trading period. 

2. Trends and market phases start setting the broader tone, helping you 

understand whether the market is expanding, pausing, or transitioning. 

3. Moving averages function like the market’s heartbeat, offering a 

smoother perspective of underlying direction and rhythm. 

4. Support and resistance behave like invisible guide rails, showing you the 

zones where price has reacted before and may slow down or rethink again. 

5. Price action structures take shape, forming continuation patterns that 

reflect sustained momentum and reversal patterns that hint at changing 

sentiment. 

6. Indicators such as RSI, MACD, and moving averages shift from being 

shortcuts to becoming interpretive lenses, helping you read momentum, 

strength, and internal shifts with greater clarity. 

You will also understand how breakouts and breakdowns evolve, why volume 

often serves as their companion, and how these principles extend even to 



 

instruments like ETFs. For mutual funds, you will learn how technicals can help 

frame entry timing with a more informed perspective, without predicting outcomes. 

By the time you reach the end of Book II, the charts before you will no longer feel 

chaotic. You’ll be able to sense whether the market is pausing, progressing, or 

preparing to shift direction. In essence, you will understand what the market is 

expressing — and you will be equipped to interpret it with clarity, patience, and 

discipline. 
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“Introduction to technical analysis, chart types,  

and how prices reflect psychology.” 

1.1 Introduction: Why Technical Analysis, and How It Helps 

It’s Friday evening. Your family is ready, popcorn mood on, and six new movies 

have released this week. You want the best one—no flops, no bored faces. Time is 

short. 

You pull out your phone. Show times are turning orange with “fast filling.” 

Influencers have already posted first-look reactions; critics have dropped spoiler-

free reviews; early viewers are tweeting that one title got a big opening-day 

collection. You haven’t watched any of them, but the crowd’s behaviour is visible 

everywhere. From that tide of signals, you can choose confidently enough and get 

everyone to their seats on time. 

There’s another way, of course. You could spend the entire weekend watching all 

six films yourself, comparing storylines, pacing, music, performances. That would 

take longer, but your judgment would be first-hand and your conviction 

unshakeable when you finally recommend one. 

Those two ways of choosing a movie map perfectly to the stock market. 

Technical analysis is the first way—the crowd-read. You don’t interview every 

CEO or rebuild every financial model; you read what the market is doing right 

now through price and volume. If tickets “fast fill” in movies, stocks show it 

through strong openings, gap-ups, wide-range candles, higher closes, and rising 

volumes. If word-of-mouth snowballs for a hit, stocks reflect it as follow-

through—higher highs, successful retests of earlier resistance, momentum that 

holds. Technical analysis turns those visible footprints into usable decisions. 
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Fundamental analysis is the second way—the deep-watch. You study the 

business itself: revenues, margins, cash flows, competitive advantage, management 

quality. It’s slower, but it tells you what is worth owning for years. 

Now place yourself in India’s market with 6,000+ listed companies. You can’t 

“watch every film” each time you need to act. Even when fundamentals are 

excellent, entries and exits still decide a lot of your outcome. That is where 

technical analysis earns its keep. It answers when to buy or sell: when a long base 

finally breaks with conviction; when a pullback finds support and turns; when a 

trend weakens and you should step aside. The charts don’t predict the future; they 

summarise the crowd’s current vote and let you anchor your risk at the point 

where that vote would clearly flip. 

Think back to the cinema: opening-day buzz, seat occupancy, and collections don’t 

guarantee a classic—but they help you allocate your evening wisely. In markets, 

price and volume don’t guarantee a multibagger—but they help you allocate your 

capital wisely, with the added advantage that you can define the exact moment 

your idea is proven wrong and exit with discipline. 

That is the spirit of this chapter: keep the movie mindset in view. We’ll read the 

market like a living audience—seeing where enthusiasm is real, where it is fading, 

and where it turns—so that your decisions are timely, repeatable, and calm. 

1.2 The Language of Charts: Lines Chart, Bars Chart & 

Japanese Candles 

We ended 8.1 Section with a clear idea: the market is a living audience. To “hear” 

it, we read price. Price is summarized every period by four numbers: 

● Open — where the period began 

● High — the period’s highest trade 

● Low — the period’s lowest trade 

● Close — where the period ended 

These four prints are the raw ingredients of every chart you’ll ever see. Different 

chart types simply organize the same OHLC data in different ways to make 

patterns easier (or harder) to spot. 

1.2.1 Line Chart — the quick sketch 

What it shows:  A line chart connects closing prices across time. One line, one 

glance, and you see the overall direction. 
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Example (30 days):  Switch your chart to 1-day timeframe and scroll 30 sessions 

back. The line will connect those 30 closes. If it slopes up with minor wiggles, the 

bias is up; if it’s rolling over, momentum is weakening. Simple, clean—but light 

on detail. 

 

! Figure 1  – The Line Chart On a Price Chart 

A line chart connects closing prices over time, giving a clean, noise-free view of 

trend direction. It’s best for quickly spotting higher highs/higher lows (uptrend) or 

lower highs/lower lows (downtrend). 

What you lose in detail (opens/highs/lows), you gain in clarity—great for beginners 

and for scanning many stocks fast. 

Lesson: Use line charts to identify the broad trend; switch to OHLC/candles when 

you need precise entries/exits. 

You can draw a line chart on any timeframe—monthly, weekly, daily, hourly, 

even minutes—by connecting the closes of that timeframe. 

● Why people like it: one glance shows the overall trend, bases, and 

breakouts. 

● What it hides: the Open, High, Low of each bar (the tug-of-war inside 

the day). Because it ignores O/H/L, many traders move to charts that show 

the full story. 

1.2.2 Bar (OHLC) Chart — the full day in one stroke 

The bar (OHLC) chart adds back the missing detail. Each bar shows all four prices 

for the period: Open, High, Low, Close. 

A bar has three parts 
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● The!central!line!�!a!vertical!stroke!from!Low!"!High!(this!is!the!

period�s!entire!range). 

● Left tick — a small mark on the left side at the Open. 

● Right tick — a small mark on the right side at the Close. 

Example :- From the Below OHLC, the bar would appear as follows: a vertical 

range from Low to High, a left tick at Open, and a right tick at Close. 

Open = 90 

High = 103 

Low = 87 

Close = 100 

 

! Figure 2  – Example of The Bar Chart 

A bar (OHLC) chart adds the missing detail: open, high, low, close. The left tick 

shows the open, right tick shows the close; the vertical line is the day’s range. 

This structure helps you see intraday control—who pushed price to extremes and 

who won the close. 

Lesson: Bar charts blend trend clarity with intraday context—ideal if you want 

detail without candlestick visuals. 

Reading the bar (who finished in control?) 

● If the right tick (Close) sits near the top of the central line, buyers won 

the period. 

● If the right tick sits near the bottom, sellers won the period. 

● Long central line = big range (strong participation/volatility). 



5 

● Short central line = small range (quiet/balanced session). 

(a). Bullish bar (Example) : 

      O  = 75, H =85, L = 72, C = 83 

● Central line: 72!"!85 (range = 13). 

● Left tick: 72. Right tick: 83!(above!the!open!"!bullish). 

● Close is in the upper half!of!the!range!"!buyers!finished!strong. 

 

! Figure 3  – Example of Bullish Bar Chart 

Here the close is above the open, often after probing lower and being rejected by 

buyers. 

This reflects demand stepping in during the session and finishing strong—your 

context matters (stronger signal in a prior down move or at support). 

Lesson: Bullish bars near support or after pullbacks hint at accumulation; plan 

entries with risk below the day’s low. 

(b). Bearish bar (Example) : 

      O = 78, H = 80, L = 70, C = 72 

● Central line: 80!"!70 (range = 10). 

● Left tick: 78. Right tick: 72!(below!the!open!"!bearish). 

● Close is near the lower end!of!the!range!"!sellers!finished!strong. 
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! Figure 4  – Example of Bearish Bar Chart 

Close is below open after buyers were overpowered—sellers controlled the session. 

Meaning is stronger at resistance or after an extended up move where supply 

returns. 

Lesson: Bearish bars into resistance warn of distribution; shorts should define risk 

above the bar’s high. 

Range = High – Low 

Longer the central line, bigger the range; shorter the line, smaller the range. 

Range tells you how far the market traveled; the two ticks tell you where it started 

(Open) and where it ended (Close). 

Why some traders still prefer candles after learning bars 

Bars are complete, but the Open/Close ticks are tiny—when you scan many 

charts, it’s slower to see “who won.” 

Candlesticks (next section) show the same OHLC but use a body to make control 

obvious at a glance, which speeds up decision-making—especially when you track 

many stocks. 

1.2.3 –  The Story of Candlestick Patterns 

More than three centuries ago, in the bustling rice markets of Sakata, Japan, there 

lived a man named Homma Munehisa. He wasn’t just an ordinary rice merchant—

he was a keen observer of people. Day after day, he noticed that the price of rice 

didn’t always depend only on supply and demand. Instead, it often swayed with the 
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emotions of traders. Fear, greed, excitement, hesitation—all these invisible forces 

seemed to dance across the marketplace, pushing prices up and down. 

Homma began keeping records of rice prices, carefully writing down the opening 

price of the day, the highest and lowest points, and where the price finally closed. 

But mere numbers weren’t enough for him. He wanted a way to see the story behind 

the numbers. So he created a visual form—a rectangle for the body and thin lines 

above and below for the highs and lows. These shapes reminded him of candles, 

with tall wicks and sturdy bodies. And thus, the first candlestick charts were born. 

Over time, Homma refined his methods and created a set of principles known as 

Sakata’s Five Methods. These rules weren’t just about price movements; they 

explained how human psychology drove the market. By studying these patterns, 

Homma could predict when prices might rise or fall, and he became so successful 

that people called him the “God of Markets.” His fortune grew immensely, but 

more importantly, he had created a system that would live for centuries. 

For a long time, candlestick charting remained a secret of Japanese traders, passed 

down through generations. The Western world had no idea that such a method even 

existed. That changed in the 1980s, when an American analyst named Steve Nison 

stumbled upon these charts while working at a financial firm. Intrigued by their 

strange beauty and accuracy, he studied them in depth and introduced them to the 

rest of the world. In 1991, he published his famous book Japanese Candlestick 

Charting Techniques, and suddenly, what had once been a Japanese tradition 

became a global revolution in trading. 

Today, candlestick patterns are the heartbeat of financial markets. From Wall Street 

to Dalal Street, from forex traders in London to crypto enthusiasts in Bangalore, 

everyone reads the market through these glowing candles. They don’t just show 

prices—they tell stories of battles between buyers and sellers, victories of bulls and 

bears, and the psychology hidden behind every trade. 

What began with rice in 18th-century Japan is now the universal language of traders 

worldwide. 

1.2.4 What is a Candlestick? 
Think of the market as a giant stage where buyers and sellers are constantly acting 

out their roles. A candlestick is like a snapshot of their performance during a 

specific period of time—it could be one minute, one day, one week, or even one 

month. 

Each candlestick tells us four key things: 
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● Open!"!the!price!where!the!battle!started 

● High!"!the!maximum!point!buyers!managed!to!push!during!the!fight 

● Low!"!the!lowest!point!sellers!dragged!it!down!to 

● Close!"!the!final!price!when!the!curtain!dropped!on!that!round 

The candlestick has two main parts: 

1. The Body!"!the!thick!rectangle!(shows!the!distance!between!open!and!

close). 

2. The Wick/Shadow!"!the!thin!lines!above!and!below!the!body!(shows!

highs!and!lows). 

In simple words: A candlestick is the heartbeat of the market in one time unit. 

 

! Figure 5 : Watch the image Above for reference of this concept. 

This image supports the narrative of how candles tell stories: each session 

captures a bull–bear battle (body = result, wicks = effort). 

Use it to transition readers from Western OHLC to Japanese candlesticks and why 

traders worldwide prefer candles for decision-making speed. 

Lesson: Candles compress psychology into one glance—train first on structure 

before memorizing patterns. 

1.2.5 The Bullish Candle - When Buyers Win 

Now imagine a fight between bulls (buyers) and bears (sellers). If the closing price 

is higher than the opening price, it means the bulls won the round—they managed 

to lift the market up. 
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This creates a Bullish Candle: 

● Color!"!Usually!green . 

● Bottom of the body = Opening price. 

● Top of the body = Closing price. 

● Upper Shadow = How high the price went during the period. 

● Lower Shadow = How low the price dipped before buyers pulled it up. 

A bullish candle tells us: “Buyers were stronger in this round. The market closed 

higher than it started.” 

It’s like watching the bulls push the bears back uphill and plant their flag at a 

higher point. 

 

! Figure 6 : Watch the image Above for reference of this concept. 

1.2.6 The Bearish Candle - When Sellers Win 

On the other side, if the closing price is lower than the opening price, it means the 

bears defeated the bulls and dragged the market downward. 

This creates a Bearish Candle: 

Color!"!Usually!red. 

Top of the body = Opening price. 

Bottom of the body = Closing price. 
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Upper Shadow = How high the price went before sellers took charge. 

Lower Shadow = How low sellers pushed the price during the fight. 

A bearish candle tells us: “Sellers dominated. The market ended lower than where 

it began.” 

It’s like watching the bears overpower the bulls and push them down the slope. 

 

! Figure 7 : Watch the image Above for reference of this concept. 

Now that we have understood what a candlestick is, let us move one step ahead. A 

single candle tells us the story of a specific time period, but the real power comes 

when multiple candles are placed together. One candle shows who won the battle 

in that round, but a series of candles reveals the bigger war—the emergence of 

patterns, trends, and turning points. 

Look at the chart below for reference. Here you can see how candlesticks form 

side by side, creating uptrends, downtrends, and consolidation phases. These 

formations are what traders use to predict future price movements and to 

understand the ongoing battle between bulls and bears. 
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! Figure 8  – Example of how the candlestick chart looks like 

A full candlestick chart blends trend, momentum, and rejection in one canvas. 

Clusters of similar candles (e.g., multiple long-lower-wicks at a floor) are more 

meaningful than a single candle. 

Lesson: Read groups, not one candle—market structure > single-bar heroics. 

1.2.7. Time Frames in Trading  

Candlesticks can represent any time period—1 minute, 1 day, 1 week, or even 1 

month. This period is called a timeframe. Choosing the right timeframe is one of 

the most important decisions a trader has to make, because it changes the way you 

see the market. 

Think of timeframes like zooming in and out on Google Maps: 

● At the country level, you see the big picture but not the details. 

● At the city level, you get more clarity about roads and areas. 

● At the street level, you see every turn and building, but you might lose 

sense of the overall direction. 

In trading, it works the same way: longer timeframes give the big picture, while 

shorter timeframes reveal more detail but also more noise. 
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(a). Monthly Timeframes – The Long-Term Vision 

A monthly chart is like looking at the entire country on a map. You don’t see the 

small roads, but you understand the overall geography. Each candle represents a 

full month, filtering out daily noise. Investors use monthly charts to identify major 

cycles, bull runs, and market crashes. 

(b). Weekly Timeframes - The Balanced View 

A weekly chart is like looking at a state or district map. You see much more detail 

than the country view, but it’s still broader than city-level. Each candle shows a 

week’s movement, giving a balance of clarity and detail. Swing traders often use 

weekly charts to capture medium-term moves. 

(c). Daily Timeframes – The Market’s Heartbeat 

A daily chart is like looking at a city map. You see neighborhoods, roads, and 

routes. Each candle represents one trading day, providing clarity with manageable 

detail. Most traders rely on daily charts for spotting trend changes, entry points, 

and exits. 

(d). Intraday Timeframes - Zooming into the Action 

Intraday charts are like zooming into a single street on the map. You see every turn 

and detail, but it can sometimes feel overwhelming if you don’t step back. 

● 1-Hour Charts!"!Like!looking!at!the!main!roads!of!a!city.!Clear!and!

broad,!useful!for!intraday!swings. 

● 30-Minute Charts! "! Like! zooming! into! important! streets.! Good!

balance!between!clarity!and!action. 

● 15-Minute Charts!"!Like!zooming!all!the!way!into!street!level,!where!

you!see!every!bump,!turn,!and!shop.!Very!detailed,!but!also!very!noisy.!

Best!for!scalpers!and!very!active!traders. 

Comparing Timeframes 

Each timeframe has its own strengths and weaknesses. Longer timeframes 

(monthly and weekly) provide clarity and filter out noise, but they miss short-term 

opportunities. Shorter timeframes (15–30 minutes) show high detail, but they are 
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often noisy and require constant monitoring. Daily and hourly charts strike a 

balance between the two extremes, making them suitable for most active traders. 

Timeframe Best For Advantages Limitations 

Monthly Long-term 

investing 

Very smooth trends, 

clear direction 

Misses short-term 

moves 

Weekly Swing/medium-

term trading 

Balanced view, 

filters noise 

Less precise for exact 

entry points 

Daily General trading 

decisions 

Clear patterns, 

widely used 

Still influenced by 

daily volatility 

1-Hour Intraday swing 

trading 

Good clarity, less 

noise 

Requires active 

monitoring 

30-Minute Day trading Balance of detail 

and action 

More signals, but also 

more false ones 

15-Minute Scalping & quick 

trades 

High detail, quick 

reactions 

Very noisy, not for 

beginners 

Choosing the Right Timeframe 

● If you are a long-term investor!"!Use!monthly or weekly charts to 

capture the big picture. 

● If you are a swing trader!"!Use!daily or 1-hour charts to find 

actionable patterns. 

● If you are a day trader or scalper!"!Use!30-minute or 15-minute 

charts for fast trades. 

The right timeframe depends on your style, your time availability, and your 

trading goals. Just like zooming in and out on a map, changing timeframes gives 

you a different perspective of the same market. 

“Now that we know how to read a candlestick, let’s explore candlestick patterns 

in detail. This begins in the next chapter.” 
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Key Takeaways –  

● Two lenses: Technical = read crowd (price/volume); Fundamental = study 

business. 

● OHLC: Open, High, Low, Close are the 4 key data points for every chart. 

● Charts: Line = clean trend, Bar = full detail, Candles = psychology at a 

glance. 

● Candlesticks: Show who won the battle (bulls vs bears) + extremes 

(wicks). 

● History: Originated with Homma (Japan), popularized by Steve Nison. 

● Bullish vs Bearish: Green/close > open = buyers win; Red/close < open 

= sellers win. 

● Timeframes: Monthly/weekly = big picture; Daily/hourly = balanced; 

15–30 min = intraday detail but noisy. 

● Lesson: One candle = one round; multiple candles = patterns (next 

chapter). 
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“Single, double, and multiple candlestick patterns  

that reveal trader behavior.” 

2.1. Single Candlestick Patterns: 

A single candlestick pattern is formed from just one candle. Despite its simplicity, 

such a pattern can reveal a great deal about price action within the selected 

timeframe. These patterns often act as early warning signals for potential changes 

in price direction or market sentiment. 

The first single candlestick pattern we will study is the Marubozu, one of the 

simplest yet most powerful formations. 

2.1.1. The Marubozu 

The word Marubozu is Japanese for “bald”, which perfectly describes its 

appearance. A Marubozu candlestick has a full body with no upper or lower 

shadows, meaning that price moved in one direction throughout the entire session 

without any reversal attempts. 

This makes the Marubozu a very strong pattern that reflects absolute dominance—

either by buyers (bullish) or sellers (bearish). 

! Figure 1 : Examples of Marubozu Candles 

To understand this better, look at the examples of Marubozu candles shown 

below. Notice how these candles are made entirely of a body, without any wicks. 
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! Figure 9  – Example of Marubozu Candles 

Marubozu = full body with little/no wicks—one-sided control. Bullish marubozu 

shows relentless buying; bearish shows relentless selling. 

Strongest when aligned with trend or at breakouts/breakdowns. 

Lesson: Marubozu = momentum; don’t fade it blindly—trade in its direction with 

stops beyond the bar. 

(a). Bullish Marubozu : 

A bullish Marubozu forms when: 

● Open = Low 

● Close = High 

This means buyers controlled the price throughout the session, with no opportunity 

for sellers to push it down. The candle opens at the lowest point and closes at the 

highest point. 

Market Meaning 

● Indicates strong buying pressure. 

● Suggests a shift to bullish sentiment, even if the earlier trend was 

neutral or bearish. 

● Warns short-sellers to exit as buyers are taking control. 

Candle Size Rule 

● The candle body should be at least 1% in size to be valid. 
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● It is more reliable when it is of medium size compared to previous 

candles. 

● If the body is oversized (4–5 times bigger than earlier candles or in 

the 5–10% price range), avoid trading it. Such extreme candles often 

result from sudden news events and may not sustain. 

Trading Guidelines 

● Entry: Near the closing price of the Marubozu. 

● Stop-loss: Just below the low of the Marubozu. 

● Trader Profiles: 

○ Aggressive traders enter while the candle is still forming. 

○ Conservative traders wait for the candle to close and then 

decide. 

 

!Figure 10 – Example of Bullish Marubozu 

Open near low, close near high—buyers dominated all session. 

Best entries come on minor pullbacks after such thrusts rather than chasing 

extremes. 

Lesson: Let price breathe; enter on shallow retracements, stop below the 

marubozu’s low. 
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! Figure 11 – Candle Size Rule & Stop-loss Placement 

Large signal candles set the risk budget: stop beyond the extreme (low for bullish, 

high for bearish). 

Position size must shrink as candle size grows to keep rupee risk constant. 

Lesson: Your stop goes past the candle’s invalidation level, not at round numbers. 

(b). Bearish Marubozu 

A bearish Marubozu is the exact opposite. It forms when: 

● Open = High 

● Close = Low 

This shows that sellers dominated the session from start to finish. Price opened at 

its highest point and closed at its lowest point. 

Market Meaning 

● Indicates unbroken selling pressure. 

● Signals that sentiment has turned bearish, even without confirmation 

from earlier trends. 

● Suggests long traders should exit positions quickly. 
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Candle Size Rule 

● The body should be at least 1% in size for the signal to be meaningful. 

● A medium-sized body compared to earlier candles is reliable. 

● Avoid trading when the body is oversized (4–5 times larger than 

earlier candles or 5–10% in size), as these often result from panic 

selling or extreme news events. 

Trading Guidelines 

● Entry: Near the closing price of the bearish Marubozu. 

● Stop-loss: Just above the high of the Marubozu. 

● Trader Profiles: 

○ Aggressive traders enter while the candle is still forming. 

○ Conservative traders wait until the candle closes and then act. 

 

! Figure 12 : Example of Bearish Marubozu 

Open near high, close near low—sellers in full control. 

Use rallies into resistance to join the move; avoid shorting right at exhaustion. 

Lesson: Momentum down = sell bounces; stop above the marubozu’s high. 
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! Figure 13 : Candle Size Rule and Stop-loss Placement in a Bearish Marubozu 

Define invalidation above the signal bar’s high; size your position so that one stop-

out equals your planned risk. 

Avoid tight stops inside the candle’s range—they get hunted by noise. 

Lesson: Respect the signal’s range—tight stops inside the body are false-economy. 

" Key Points to Remember 

● A Marubozu has no shadows—only a solid body. 

● Bullish!Marubozu!"!Buyers!dominate!(Open!=!Low,!Close!=!High). 

● Bearish!Marubozu!"!Sellers!dominate!(Open!=!High,!Close!=!Low). 

● Candle size matters: minimum 1%, medium size is reliable, oversized 

candles should be avoided. 

● Always use a stop-loss at the extreme of the Marubozu candle. 

● Decide your entry style: risk taker (during formation) or safe trader (after 

candle closes). 

2.1.2. The Doji 

A Doji is one of the most important and widely recognized single candlestick 

patterns. Unlike most candles, which have a noticeable body, the Doji is unique 

because its opening price and closing price are almost the same. This creates a 

candle that looks like a thin cross or plus sign, where the body is very small or 

nearly invisible. 
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The word Doji comes from Japanese, meaning “mistake,” since it is considered 

unusual for the open and close to be identical. 

 

!Figure 14 : Standard Doji Candle 

 

Signal strength depends on location: after a strong trend, a doji warns of fatigue. 

Lesson: Doji alone is neutral; act only if the next candle confirms reversal or 

continuation. 

Meaning of a Doji 

The Doji represents indecision in the market. Buyers and sellers battle throughout 

the session, but by the end, neither side wins—the price closes almost at the same 

level where it opened. 

● If the Doji appears after a strong uptrend, it may indicate that buyers are 

losing strength and a reversal or pause could be near. 

● If the Doji appears after a strong downtrend, it suggests that sellers are 

weakening, and a reversal or bounce could occur. 

 Features of a Doji 

1. Body

 

2. Upper Shadow: Shows how high buyers managed to push the price 

during the session. 

3. Lower Shadow: Shows how low sellers managed to drag the price. 

4. Tick Mark: On a chart, the opening and closing price overlap, forming 

almost a single tick, creating the appearance of balance between bulls 

and bears. 
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The Doji does not tell us the direction by itself—it only signals uncertainty and a 

potential change. Traders must confirm the signal with the prior trend and 

subsequent candles. 

 

!Figure 15 : Anatomy of a Doji Candle 

Small/flat body, wicks show attempts both ways. 

Reads best at prior demand/supply where indecision can flip control. 

Lesson: Treat doji as a question; wait for the market’s answer in the next bar. 

Usage of Doji in Trends 

Doji in an Uptrend 

When a Doji forms after a strong bullish rally, it warns that buyers are losing 

momentum. This may lead to a reversal or at least a pause in the uptrend. Traders 

often use this to book profits or tighten stop-losses. 

 

! Figure 16 : Doji in an Uptrend – Weakening Buyers 
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After a steady climb, a doji means buyers are hesitant at current levels. 

If a bearish candle follows, momentum is likely stalling. 

Lesson: Tighten stops or take profits; fresh longs should wait for renewed strength. 

Doji in a Downtrend 

When a Doji appears after a long bearish fall, it suggests that sellers are unable to 

push further. This can be the first sign of reversal, especially if the next candle turns 

bullish. 

 

! Figure 17 : Doji in a Downtrend – Weakening Sellers 

Sustained fall, then doji = sellers pausing. 

If a bullish candle follows, a bounce/reversal is probable. 

Lesson: Don’t short into doji at support; look for strength confirmation to go long. 

Variations of Doji 

There are different types of Doji depending on the length of shadows: 

● Standard Doji – Small cross with balanced shadows. 

● Long-legged Doji – Long shadows both sides, high market uncertainty. 

● Gravestone Doji – Long upper shadow, no lower shadow (bearish 

signal). 

● Dragonfly Doji – Long lower shadow, no upper shadow (bullish signal). 
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! Figure 18: Variations of Doji Patterns (Standard, Long-legged, Gravestone, 

Dragonfly) 

Different shadows tell different fights: long-legged = deep indecision; gravestone 

= upper rejection (bearish); dragonfly = lower rejection (bullish). 

Context (trend + level) decides which variation matters. 

Lesson: Same “doji” label, different meanings—read the shadows + location. 

Risk Trader vs. Safe Trader 

Like other candlestick setups, trading a Doji depends on your trading style: 

● Risk Trader: 

○ Enters the trade immediately after the Doji appears, assuming 

that the trend will reverse. 

○ This approach is aggressive but risky, because the Doji alone 

does not guarantee a reversal—it only signals indecision. 

○ If the next candle confirms continuation instead of reversal, the 

risk trader may face losses. 
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! Figure 19 : how a risk trader acts immediately 

The risk-taker jumps on the first doji hint, often before confirmation. 

Works in clean trends, fails in chop—whipsaws are common. 

Lesson: Acting early = higher reward + higher failure rate; know your 

temperament. 

Safe Trader: 

● Waits for the next candle to form after the Doji. 

● Decides based on confirmation: 

○ If the next candle supports reversal, enters the trade. 

○ If the next candle rejects reversal, avoids the trade. 

● This approach reduces false signals and improves accuracy, though the 

entry may come slightly later. 

 

! Figure 20 : safe trader waits for next candle confirmation 
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The patient trader waits for a decisive follow-through candle. 

Fewer signals, better odds—especially near key levels. 

Lesson: Confirmation improves quality; accept fewer trades for higher 

probability. 

" Key Points to Remember 

●  

● It represents indecision between buyers and sellers. 

● In an uptrend, it signals buyer exhaustion; in a downtrend, seller 

exhaustion. 

● Variations: Standard, Long-legged, Gravestone, Dragonfly. 

● Doji alone does not confirm direction—always wait for context or next 

candle. 

● Risk traders enter early but face higher risk. Safe traders wait for 

confirmation, reducing risk. 

2.1.3. The Spinning Top 

The Spinning Top is a candlestick that looks small and balanced, almost like a toy 

top spinning on the floor. It has a tiny body in the center and long shadows above 

and below. The small body tells us that the opening price and closing price were 

nearly the same, but the long shadows reveal that there was plenty of drama in 

between. 

It is the market’s way of saying: “Both sides fought hard, but at the end of the day, 

nobody really won.” 

 

! Figure 21: Standard Spinning Top Candle 
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Small body, longer wicks both sides—mild indecision with wider testing than doji. 

Often signals slowing momentum rather than a full reversal by itself. 

Lesson: Treat spinning tops as caution signs, not standalone triggers. 

The Story Behind the Spinning Top 

Imagine a day in the market. At first, the buyers (bulls) push the price higher. Then, 

the sellers (bears) strike back, dragging the price down. For a while, the price 

swings back and forth, like a seesaw. By the end of the session, the candle closes 

very close to where it started. 

This constant tug-of-war creates a candle with long shadows on both sides but a 

tiny body in the middle. Neither side manages to take full control. This is the story 

of the Spinning Top—a candle of confusion and hesitation. 

Anatomy of a Spinning Top 

1. Body – Very small, showing almost no change between open and close. 

2. Upper Shadow – Tells the story of how high the bulls pushed. 

3. Lower Shadow – Tells the story of how far the bears pulled. 

4. Balance – Since the session ended near the open, it shows indecision in 

the market. 

 

#$%&' Figure 22: Anatomy of a Spinning Top  

(Body, Upper Shadow, Lower Shadow labeled) 

The long wicks show active two-way pressure; small body = stalemate close. 

Read them where trend exhaustion typically appears (prior supply/demand). 
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Lesson: Wait for the next bar—directional candle validates the hint. 

How to Read a Spinning Top 

In an Uptrend 

When the market has been climbing strongly and a Spinning Top appears, it is like 

the buyers are saying: 

“We’re tired… maybe we should take a break.” 

This candle doesn’t confirm a fall, but it warns that bullish energy is weakening. 

Traders may start booking profits or tightening stop-losses. 

 

#$%&' Figure 23: Spinning Top in an Uptrend – A Sign of Buyer Exhaustion 

After a run, a spinning top at resistance = buyers tiring. 

Bearish follow-through often starts mean-reversion. 

Lesson: Trail stops tighter; new longs should wait for fresh strength. 

In a Downtrend 

When the market has been falling and a Spinning Top forms, it is like the sellers 

are saying: 

“We’ve pushed too hard… maybe it’s time to pause.” 

Here, the Spinning Top becomes an early hint that the bears are losing steam and 

buyers may soon step in. If the next candle confirms, a reversal or bounce is 

possible. 



29 

 

#$%&' Figure 24: Spinning Top in a Downtrend – A Sign of Seller Exhaustion 

Downtrends pause when sellers can’t push lower; a bullish next bar can spark a 

bounce. 

Best used to cover shorts or scout counter-trend trades with tight risk. 

Lesson: Don’t assume reversal—demand confirmation. 

Candle Size Rule 

Not all Spinning Tops are worth trading. For beginners, it’s important to understand 

the size rules: 

● The body must be very small, showing indecision. 

● The shadows should be long enough to show strong attempts from both 

bulls and bears. 

● Avoid Spinning Tops with extremely long shadows (5–10% moves or 

4–5x bigger than earlier candles), as these often reflect panic and not 

meaningful indecision. 

● A medium-sized spinning top compared to nearby candles is more 

reliable. 
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#$%&' Figure 25: Valid Spinning Tops + Stop-loss Placement 

Valid when they appear after an extended move and at a level. 

Stops go beyond the wick on the confirmation candle, not the spinning top itself. 

Lesson: The confirmation bar defines risk; size accordingly. 

Risk Trader vs. Safe Trader 

Just like with the Hammer or Doji, the Spinning Top creates two styles of 

trading: 

● Risk Trader: 

○ Acts immediately when a Spinning Top appears, assuming the 

trend will change. 

○ Sometimes, this early action pays off if the next move confirms 

reversal. 

○ But if the next candle rejects the reversal, the risk trader gets 

trapped. 

 

#$%&' Figure 26: Risk Trader Wins with Spinning Top - A Risk Trader Acts 

Immediately Once a Spinning Top Appears 
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Jumping early can capture the very start of reversal. 

But it relies on momentum shifting instantly—works less in choppy ranges. 

Lesson: Early entries need smaller size and quicker exits. 

 

#$%&' Figure 27: Risk Trader Fails with Spinning Top - Safe Trader waits for 

confirmation, wins by entering after trend continues. 

Common failure: reversal never follows; trend resumes and stops out the early 

short/long. 

Why? Indecision resolved in favor of the prior trend. 

Lesson: If the next candle contradicts your premise, exit—no averaging down. 

Safe Trader: 

● Waits patiently for the next candle after the Spinning Top. 

● If the next candle confirms reversal (bullish after a downtrend, 

bearish after an uptrend), only then they enter. 

● This approach reduces false signals and increases win probability. 
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#$%&' Figure 28: Safe Trader Wins — Enters After Confirmation Candle 

Waiting for a strong opposite-colored confirmation improves win rate. 

Yes, you “pay” a bit more/less on entry, but avoid many traps. 

Lesson: Probability > perfection; take the higher-quality setup. 

#()* Key Points to Remember 

● The Spinning Top is a candle of indecision—small body, long shadows. 

● It shows that buyers and sellers fought equally during the session. 

● In uptrends, it signals buyer exhaustion; in downtrends, it signals seller 

exhaustion. 

● Candle must be small-bodied with moderate shadows—avoid extreme 

volatility candles. 

● Risk traders enter early and face both quick wins and losses. 

● Safe traders wait for confirmation, sacrificing speed but gaining 

accuracy. 

2.1.4. The Hammer 

The Hammer is a single candlestick pattern that often signals a potential reversal 

from bearish to bullish. It is easily identified by its unique shape: a small body at 

the top with a long lower shadow that is at least twice the size of the body. 

This pattern usually forms after a downtrend, where sellers initially push prices 

lower, but buyers step in strongly and pull prices back up, leaving behind long tail. 

The final closing price remains near the session’s high, giving the candle the 

appearance of a “hammer.” 



33 

 
#$%&' Figure 29: Standard Hammer Candlestick 

 

Small body on top with long lower shadow—intraday sell-off rejected by buyers. 

Most meaningful in downtrends or at support. 

Lesson: Hammer = demand defending lower prices; look for bullish follow-

through. 

Meaning of a Hammer 

The Hammer represents a market situation where sellers tried to dominate, but 

buyers regained control before the session closed. This sudden shift in power often 

indicates that the downtrend may be losing strength, and a reversal to the upside 

could follow. 

● The long lower shadow = sellers drove the price down but failed to keep 

it there. 

● The small body near the top = buyers stepped in and managed to close 

near the high. 

● The absence of a significant upper shadow = buyers maintained control 

till the end. 

Features of a Hammer 

1. Body: Small and located at the top of the candle. 

2. Lower Shadow: Must be at least 2x the body size. 

3. Upper Shadow: Very small or non-existent. 

4. Context: Appears after a downtrend to signal reversal potential. 
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#$%&' Figure 30: Anatomy of a Hammer Candlestick 

 

Lower wick shows where sellers were absorbed; close near high shows buyer 

control into the finish. 

Color is secondary—location and follow-through matter more. 

Lesson: A red hammer can still be bullish if it rejects lows strongly. 

Usage of Hammer in a Downtrend 

When a Hammer forms after a series of bearish candles, it suggests that sellers 

are becoming weak and buyers are gaining confidence. 

● A Hammer is more powerful if it forms near a support level or after a 

long bearish phase. 

● Traders often consider it an early signal to prepare for a reversal. 

● Confirmation comes from the next candle—if the following session is 

bullish, the reversal becomes stronger. 

 

#$%&' Figure 31: Hammer in a Downtrend Leading to Reversal 
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After persistent selling, a hammer + bullish next bar signals a shift. 

Great for counter-trend trades with stops beneath the hammer’s low. 

Lesson: Let the market “prove” the turn with the next candle. 

 Candle Size Rule 

● The lower shadow must be at least twice the length of the body. 

● The body should be moderate in size (not too tiny, not oversized). 

● Avoid Hammers where the lower shadow is excessively long (5–10% 

range or 4–5x bigger than surrounding candles), as these often occur 

during panic moves and may not sustain. 

● A valid Hammer should show controlled rejection of lower prices, not 

extreme volatility. 

 

#$%&' Figure 32 : Candle Size Rule and Stop-loss Placement for Hammer Pattern 

Place stop below hammer’s low; adjust position size to keep risk per trade constant. 

Avoid placing stops inside the wick—they’re easily tagged. 

Lesson: Your invalidation = loss of the rejection low. 

Risk Trader vs. Safe Trader 

● Risk Trader : 

○ Enters immediately after the Hammer forms, without waiting 

for confirmation. 

○ If the next candle continues bullishly, this trader gets rewarded 

quickly. 

○ If the next candle turns bearish, the trader faces losses. 
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#$%&' Figure 33 : Risk Trader Wins — Hammer leads to immediate bullish 

continuation 

A hammer forms after a decline at support; the long lower wick shows strong 

rejection of lower prices and buyers take control into the close. 

The risk-taker buys on/just above the hammer’s high without waiting for 

confirmation, and the very next candle rallies, extending the move up. 

Lesson: Early entry captures the first burst higher—keep the stop just below the 

hammer low and trail/book partials as momentum continues. 

 

#$%&' Figure 34: Risk Trader Fails — Hammer followed by bearish continuation 

A hammer can fail if sellers retake control next bar. 

The early buyer gets trapped if confirmation never appears. 

Lesson: No confirmation = no conviction—cut immediately if the next bar is 

bearish. 

● Safe Trader : 
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○ Waits for the next candle confirmation (a bullish close above the 

Hammer). 

○ Enters only after confirmation, reducing false signals. 

○ Entry is slightly later but reliability is much higher. 

 

! Figure 35: Safe Trader Winning Entry — Waits for bullish confirmation after 

Hammer 

Entry only after a solid bullish candle seals the reversal. 

You sacrifice the bottom tick but gain probability. 

Lesson: Confirmation filters out many false hammers. 

" Key Points to Remember 

● The Hammer forms after a downtrend and signals a possible bullish 

reversal. 

● Lower shadow 2x body!"!key!rule!for!validation. 

● Candle size should be medium, not oversized. 

● Stop-loss: Just below the Hammer’s low. 

● Risk traders may win big or lose fast by entering early. 

● Safe traders trade later but with higher probability of success. 

2.1.5. The Inverted Hammer 

The Inverted Hammer is a single candlestick pattern that usually signals a possible 

bullish reversal after a downtrend. Its shape is the opposite of the Hammer: it has 

a small body near the bottom and a long upper shadow that is at least twice the 

length of the body, with little or no lower shadow. 

It looks like an upside-down hammer, hence the name “Inverted Hammer.” 
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! Figure 36: Standard Inverted Hammer Candlestick 

Small body bottom, long upper shadow—buyers tried to push up but met supply; 

in downtrends, it can hint at bottoming. 

Needs bullish confirmation to validate. 

Lesson: Inverted hammer = test of higher prices; believe it only after follow-

through. 

The Story Behind the Inverted Hammer 

Imagine the market is in a downtrend. At the beginning of the session, sellers are 

still confident, but suddenly, buyers step in and push the price sharply higher. For 

a while, it looks like the bulls might take full control. But before the session ends, 

sellers fight back and drag the price down closer to the open. 

Even though the candle closes near its low, the long upper shadow tells us 

something very important: buyers are returning, and they are capable of challenging 

the bears. This is the first sign that the downtrend may be losing strength. 

 Features of an Inverted Hammer 

1. Body – Small, located near the candle’s lower end. 

2. Upper Shadow – At least 2x the body size. 

3. Lower Shadow – Very small or none at all. 

4. Context – Must appear after a downtrend to be meaningful. 
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! Figure 37: Anatomy of an Inverted Hammer (Small Body, Long Upper Shadow, 

Minimal Lower Shadow) 

Upper wick = attempt higher; close near open = unresolved battle. 

Read it at support after declines; ignore mid-range noise. 

Lesson: Location + next candle decide if it’s a reversal or just a pause. 

Usage of Inverted Hammer in a Downtrend 

When an Inverted Hammer forms after a downtrend, it suggests that: 

● Buyers tried to take control during the session (shown by the long upper 

shadow). 

● Sellers managed to push back before the close, but their dominance is 

weakening. 

● If the next candle closes bullish (above the Inverted Hammer’s body), it 

confirms a potential reversal to the upside. 

This makes the Inverted Hammer a warning sign for sellers and an opportunity 

signal for buyers. 
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! Figure 38: Inverted Hammer in a Downtrend Leading to Reversal 

A strong bullish candle after the inverted hammer confirms demand returning. 

Often launches a relief rally back to moving averages/zones. 

Lesson: Enter on confirmation; stop under the pattern’s low. 

Candle Size Rule 

● The upper shadow must be at least twice the size of the body. 

● The body should be small—showing limited progress from open to 

close. 

● The candle is stronger if the upper shadow is moderate compared to 

earlier candles. 

● Avoid Inverted Hammers with extreme upper shadows (4–5 times 

larger than body or 5–10% range), as they may reflect intraday panic 

buying rather than genuine reversal. 

 

! Figure 39: Valid Inverted Hammer + Stop-loss Placement 
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Valid at the end of declines, ideally near prior demand. 

Place stop below the pattern’s low; size with the wick length in mind. 

Lesson: The longer the wick, the larger the stop—reduce quantity accordingly. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Takes a position immediately when the Inverted Hammer 

appears, assuming a reversal will follow. 

○ If the next session is bullish, they gain early profits. 

○ If the next candle continues bearish, they face losses. 

 

! Figure 40: Risk Trader Wins – Immediate Reversal After Inverted Hammer 

Catching the first green push yields best price. 

But if follow-through stalls, reversal fades quickly. 

Lesson: Early entries demand active management—book partials fast. 

 

! Figure 41: Risk Trader Fails – Trend Continues Down After Inverted Hammer 
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Classic trap: inverted hammer appears but sellers resume control. 

Early longs get stopped as downtrend persists. 

Lesson: Counter-trend = counter-odds—respect confirmation rules. 

Safe Trader: 

● Waits for the next candle to confirm. 

● If the next candle closes strong and bullish above the Inverted Hammer’s 

body, they enter the trade. 

● This approach avoids false signals, giving fewer but safer opportunities. 

 

! Figure 42: Safe Trader Wins – Confirmation After Inverted Hammer 

Waiting for confirmation aligns with momentum shift, not hope. 

Higher entry, higher odds. 

Lesson: Let price prove itself; trade what you see, not what you wish. 

#()* Key Points to Remember 

● The Inverted Hammer appears after a downtrend. 

● It has a small body near the bottom with a long upper shadow. 

● It signals that buyers are re-entering the market. 

● Confirmation is critical—look for a bullish candle next session. 

● Stop-loss should be placed just below the low of the Inverted Hammer. 

● Risk traders act early and face mixed results; safe traders wait for 

confirmation and trade more reliably. 



43 

2.1.6. The Shooting Star  

The Shooting Star is a single candlestick pattern that signals a potential bearish 

reversal after an uptrend. It looks almost identical to the Inverted Hammer—a 

small body near the bottom and a long upper shadow that is at least twice the size 

of the body, with little or no lower shadow. 

The difference lies in where it appears: 

● Inverted!Hammer!"!after!a!downtrend!(bullish!reversal). 

● Shooting!Star!"!after!an!uptrend!(bearish!reversal). 

 

! Figure 43: Standard Shooting Star Candlestick 

Small body top, long upper wick—buying attempt rejected by sellers. 

Powerful near resistance or after an extended rally. 

Lesson: Shooting star = supply ceiling—look for bearish follow-through. 

The Story Behind the Shooting Star 

Picture this: the market is climbing higher in a strong uptrend. Buyers are confident, 

and during the session they even push the price up sharply. But by the end of the 

session, sellers strike back and drag the price down near the opening level. 

The candle closes weak despite the earlier bullish push. The long upper shadow 

becomes a warning sign: “The buyers tried, but the sellers proved stronger.” It is 

as if the market shot upward like a star in the sky, only to fall back down—a sign 

of buyer exhaustion and possible reversal. 
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Features of a Shooting Star 

1. Body – Small, located near the bottom of the candle. 

2. Upper Shadow – Long, at least 2x the body size. 

3. Lower Shadow – Very small or none at all. 

4. Context – Must appear after an uptrend to carry bearish significance. 

 

! Figure 44: Anatomy of a Shooting Star (Small Body, Long Upper Shadow, 

Minimal Lower Shadow) 

The upper wick marks where late buyers were trapped; close near low signals seller 

control. 

Color is secondary; context rules. 

Lesson: The wick’s story (rejection) matters more than the body’s color. 

Usage of Shooting Star in an Uptrend 

When a Shooting Star appears after a strong uptrend, it sends a clear warning: 

buyers are losing strength and sellers are taking control. 

● It is stronger if it forms near a resistance level or after a long series of 

bullish candles. 

● Traders interpret it as a sign to book profits or prepare for short positions. 

● Confirmation is crucial—the next candle should ideally close bearish for 

the Shooting Star to be valid. 
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! Figure 45: Shooting Star in an Uptrend Leading to Reversal 

After a run-up, sellers absorb higher prints and reverse momentum. 

A strong bearish next candle confirms. 

Lesson: Great for profit-taking or starter shorts with risk above the star’s high. 

Candle Size Rule 

● The upper shadow must be at least twice the body size. 

● The body should be small relative to recent candles. 

● Avoid Shooting Stars with extremely long upper shadows (4–5x bigger 

than the body, or 5–10% intraday range), as these may result from 

temporary spikes rather than genuine reversal signals. 

● A medium-sized Shooting Star is more reliable and realistic. 

 

! Figure 46: Valid Shooting Stars + Stop-loss Placement 
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Valid at/near resistance, after expansion; invalid mid-range. 

Stop above the wick high; size to the wick. 

Lesson: Don’t short inside the wick—give room beyond the trap. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Immediately sells or shorts as soon as the Shooting Star forms. 

○ Gains quickly if the market reverses right away. 

○ But if the uptrend continues, the trader faces losses due to 

premature entry. 

 

! Figure 47: Risk Trader Wins – Shooting Star Followed by Bearish Continuation 

Early short right after the star captures the first leg down. 

Works best when broader trend is tired and volume confirms. 

Lesson: Early entries benefit from quick momentum—trail aggressively. 

 

! Figure 48: Risk Trader Fails – Shooting Star Followed by Bullish Continuation 
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False reversal: next bar negates the star as buyers reclaim control. 

Shorts taken too early are forced to cover higher. 

Lesson: One candle isn’t destiny—wait for the next candle to agree. 

 

! Figure 49: Safe Trader Wins – Confirmation After Shooting Star 

Entry after a decisive red candle minimizes false signals. 

Yes, later—but cleaner. 

Lesson: Patience beats prediction in reversal trading. 

" Key Points to Remember 

● The Shooting Star appears after an uptrend and signals a possible 

bearish reversal. 

● Shape: Small body near the bottom, long upper shadow, little or no 

lower shadow. 

● Reflects buyer exhaustion and sellers regaining strength. 

● Confirmation is essential—look for a bearish candle next. 

● Stop-loss: Just above the Shooting Star’s high. 

● Risk traders act immediately and may win or lose fast. Safe traders 

wait for confirmation, gaining higher reliability. 

2.2. Introduction to Multiple-Candlestick Patterns 

So far, we’ve studied single candlestick patterns — like the Hammer, Doji, and 

Shooting Star. Each of these candles tells the story of one battle between buyers 

and sellers during a single trading session. 
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But the market is not made up of just single battles. It is a war of many battles, 

and sometimes one candle by itself is not enough to show the full picture. That’s 

where multiple candlestick patterns come in. 

Multiple-candle patterns combine two or more candles together, and by looking at 

how they interact, traders can see stronger clues about trend reversals or 

continuations. Think of it like this: 

● A single candle is like a sentence. 

● A multiple-candle pattern is like a paragraph — it gives more depth and 

makes the story clearer. 

Types of Multiple Candlestick Patterns 

1. Engulfing Patterns 

2. Harami Patterns 

3. Morning/Evening Stars 

4. Tweezer Tops & Bottoms 

5. Bullish Kicker & Bearish Kicker  

6. Three Black Crows / Three White Soldiers 

2.2.1. The Engulfing Pattern  

The Story Behind the Engulfing Pattern 

The Engulfing Pattern is like one candle swallowing another whole. It consists of 

two candles, and the second candle’s body completely covers (or “engulfs”) the 

body of the first. 

● A Bullish Engulfing happens after a downtrend: sellers think they are still 

in control, but suddenly, buyers strike back with a strong green candle that 

fully engulfs the prior red one. It’s like the bulls shouting, “We’re back in 

charge!” 

● A Bearish Engulfing happens after an uptrend: buyers are confident, but 

sellers surprise them with a strong red candle that completely engulfs the 

prior green one. It’s like the bears roaring, “Your run ends here!” 
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! Figure 50: Bullish vs. Bearish Engulfing Pattern Examples 

Engulfing = second candle’s body completely covers the prior body. 

Bullish engulfing after a drop = demand surge; bearish engulfing after a rally = 

supply surge. 

Lesson: Strongest when they engulf after extended moves and at key levels. 

Anatomy of the Engulfing Pattern 

● Bullish Engulfing 

○ First candle: Small red body (shows weak selling). 

○ Second candle: Large green body that opens lower and closes 

higher than the previous candle’s body. 

○ Meaning: Buyers fully overpower sellers. 

● Bearish Engulfing 

○ First candle: Small green body (shows weak buying). 

○ Second candle: Large red body that opens higher and closes 

lower than the previous candle’s body. 

○ Meaning: Sellers completely overpower buyers. 
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! Figure 51: Anatomy of Bullish & Bearish Engulfing Candles 

For bullish: open below/near prior close and close above prior open; for bearish, 

vice-versa. 

Shadows add nuance, but body dominance is the signal. 

Lesson: It’s a control flip—buyers (or sellers) clearly seize the bar. 

Trading Context 

● Bullish Engulfing appears after a downtrend, signaling a bullish reversal. 

● Bearish Engulfing appears after an uptrend, signaling a bearish reversal. 

● Larger engulfing candles = stronger signals. 

● Confirmation is stronger if volume rises on the engulfing candle. 

 

! Figure 52: Bullish Engulfing After a Downtrend 



51 

Occurs at/near support after persistent selling. 

 Follow-through buying confirms a durable low rather than a dead-cat bounce. 

 Lesson: Enter on/after confirmation; stop below engulfing low. 

 

! Figure 53: Bearish Engulfing After an Uptrend 

At/near resistance after steady rise; sellers overwhelm late buyers. 

Great for trimming longs or starting tactical shorts. 

Lesson: Risk above engulfing high; don’t average a losing short if negated. 

 Candle Size Rule 

● The second candle’s real body must completely cover the first candle’s 

real body. 

● Engulfing candles should be medium to large in size. 

● Avoid oversized engulfing candles (4–5x bigger or 5–10% range), as 

these may be one-off news spikes. 

 

! Figure 54: Valid Engulfing Patterns + Stop-loss Placement 
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Valid when they appear after an extended move and at a level; avoid mid-trend 

noise. 

Stops go beyond the engulfing extreme; position size must reflect candle size. 

Lesson: Big bodies = big stops—cut size, not risk quality. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Enters immediately at the close of the engulfing candle. 

○ Gains quickly if the market follows through. 

○ But risks false signals if continuation fails. 

 

! Figure 55: Risk Trader Wins on Bullish Engulfing 

Early long right after the engulfing candle rides the first burst. 

Works when sellers are truly exhausted and buyers press advantage. 

Lesson: If the next bar hesitates, book partials—protect fast gains. 

 

Figure 56: Risk Trader Fails — False Engulfing Trap 
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This chart shows a situation where the Risk Trader enters immediately after 

spotting a Bullish Engulfing candle, expecting a quick upward move. Initially, the 

price looks favorable, but within just a few candles another engulfing pattern forms 

— this time against the trader’s position. 

In such cases, the early entry backfires. The trader is trapped because the market 

quickly shifts momentum again. Here, the risk of loss is very high, as the new 

engulfing candle signals that the earlier bullish signal was false. 

Lesson for Beginners: Jumping in without waiting for confirmation can 

sometimes deliver quick profits, but in false engulfing cases it can also trigger fast 

losses. This is why many prefer the Safe Trader approach, waiting for confirmation 

before entering. 

● Safe Trader: 

○ Waits for the next candle to confirm the direction. 

○ If confirmed, enters later but with higher accuracy. 

 

Figure 57: Safe Trader Wins — Confirmation After Engulfing 

This chart shows how a Safe Trader approaches the Engulfing Pattern. Instead of 

entering immediately after the engulfing candle forms, the Safe Trader waits for 

the next candle to confirm the reversal. When the following session closes 

strongly in the same direction as the engulfing pattern, the trader enters with greater 

confidence. 

In this example, waiting for confirmation pays off. The market continues to move 

in the direction of the engulfing signal, and the Safe Trader secures a profitable 

trade with reduced risk. 
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Lesson for Beginners: The Safe Trader sacrifices the earliest entry point, but gains 

higher accuracy and peace of mind by avoiding false signals. This patient approach 

often saves traders from losses that trap risk-takers. 

" Key Takeaways 

● Engulfing = one candle fully “swallows” the previous. 

● Bullish!Engulfing!"!After!downtrend!"!signals!strong!buying. 

● Bearish!Engulfing!"!After!uptrend!"!signals!strong!selling. 

● Candle size and volume matter for reliability. 

● Risk traders act quickly but face traps; safe traders wait for 

confirmation. 

2.2.2. The Harami Pattern  

The word Harami comes from Japanese and means “pregnant”. The pattern gets 

this name because it looks like a small candle (the baby) being contained inside the 

body of a larger candle (the mother). 

Unlike the Engulfing Pattern (where one candle swallows another), the Harami is 

the opposite — the second candle is smaller and completely inside the body of 

the first candle. This shows that momentum has slowed, and the market is at a 

stage of hesitation. 

 

! Figure 58: Bullish and Bearish Harami Examples Side by Side 

Bullish Harami: A!small!green!candle!fits! inside!the!prior! long!red!candle!"!

sellers!lose!momentum,!buyers!begin!to!emerge. 

Bearish Harami:!A!small!red!candle!fits!inside!the!prior!long!green!candle!"!

buyers!weaken,!sellers!start!to!press!in. 
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Lesson: Harami shows hesitation and the possibility of reversal. 

The Story Behind the Harami 

Think of a strong move in the market represented by a big candle — buyers pushing 

prices up (green) or sellers pushing prices down (red). Everyone thinks the trend 

will continue strongly. 

But then, suddenly, the next candle appears small, contained inside the big one. 

This tiny candle represents doubt and loss of strength. It’s as if the market is saying: 

“We’ve run too far, let’s pause and think.” 

This hesitation often warns that a reversal or slowdown may be coming. 

Anatomy of the Harami 

● Bullish Harami (appears after a downtrend): 

○ First candle: Long bearish red candle (shows sellers in control). 

○ Second candle: Small green candle contained completely inside 

the prior red body. 

○ Meaning: Selling pressure is weakening, and buyers are 

beginning to step in. 

● Bearish Harami (appears after an uptrend): 

○ First candle: Long bullish green candle (shows buyers in 

control). 

○ Second candle: Small red candle contained completely inside the 

prior green body. 

○ Meaning: Buying pressure is fading, and sellers may take over. 

 

! Figure 59: Anatomy of Bullish and Bearish Harami Candles (Mother + Baby 

structure labeled) 
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First Candle (Mother): Large body showing trend strength (red in bearish phase, 

green in bullish phase). 

Second!Candle!(Baby):!Small!body,!fully!inside!the!first!"!signals!indecision. 

Shadows: Can exist but are less important; the body containment is what defines 

Harami. 

Lesson: The second candle being “trapped” inside the first signals a pause in 

momentum. 

Usage of the Harami in Trends 

● Bullish Harami!"!Appears!after!a!notional!downtrend.!It�s!the!market�s!

way! of! saying,! �Maybe! we�ve! fallen! too! far.�! You'll! often! see!

hesitation�price!may!break!higher!soon. 

● Bearish Harami!"!Appears!after!an!uptrend.!It!whispers,!�This!rise!may!

be!over.�!If!the!next!candle!turns!red,!the!momentum!may!fall. 

● Confirmation from the next candle (strong bullish after Bullish Harami, 

strong bearish after Bearish Harami) increases reliability. 

 

! Figure 60: Bullish Harami in a Downtrend 
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! Figure 61: Bearish Harami in an Uptrend 

Candle Size Rule 

● The second candle must fit completely inside the real body of the first 

candle. 

● The second candle should be noticeably smaller than the first — this 

size difference signals loss of momentum. 

● A Harami with extremely tiny second candles (like a Doji) is even 

stronger and often called a Harami Cross. 

● Avoid Haramis where both candles are of equal size — that’s not a valid 

setup. 

 

! Figure 62: Valid Harami Patterns + Stop-loss Placement 

Valid Harami: Second candle fully contained within the first body. 
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Invalid Harami:!Second!candle!equal!in!size!or!closing!outside!the!first!"!not!

a!Harami. 

Stop-loss: Place below the mother candle in Bullish Harami, or above it in Bearish 

Harami. 

Lesson: Only true containment signals a slowdown in the existing trend. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Enters immediately after spotting the Harami, assuming reversal 

will occur. 

○ Can win if the market confirms quickly, but risks getting trapped 

if the trend simply pauses and then continues. 

 

! Figure 63: Risk Trader Wins on Bullish Harami 

● Risk trader enters immediately after spotting Harami. 

● Price!reverses!upward!right!after!"!trader!profits!from!early!entry. 

Lesson: Quick action can bring early rewards if momentum shifts quickly. 
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! Figure 64: Risk Trader Fails on Bearish Continuation After Harami 

● Risk trader enters expecting reversal. 

● Instead,!the!trend!continues!in!the!same!direction!"!trader!gets!trapped. 

Lesson: Entering without confirmation can often lead to false trades. 

 

! Figure 65: Safe Trader Wins with Confirmation After Harami 

● Safe trader waits for the next candle. 

● When confirmation comes (bullish after Bullish Harami, bearish after 

Bearish Harami), entry is more reliable. 

Lesson: Patience gives stronger signals and higher success probability. 
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" Key Takeaways 

● Harami means “pregnant” — a small candle inside a larger one. 

● Bullish Harami!"!After!downtrend!"!signals!buyers!stepping!in. 

● Bearish Harami!"!After!uptrend!"!signals!sellers!stepping!in. 

● The smaller the second candle, the stronger the hesitation signal. 

● Harami Cross (when the second candle is a Doji) is even more powerful. 

● Risk traders act immediately but risk false moves; safe traders wait for 

confirmation for higher reliability. 

2.2.3. The Morning Star & Evening Star  

The Morning Star and Evening Star are among the most reliable three-candlestick 

reversal patterns. 

● A Morning Star forms after a downtrend and signals a bullish reversal 

(like the sunrise bringing new hope). 

● An Evening Star forms after an uptrend and signals a bearish reversal 

(like the sunset marking the end of brightness). 

 

! Figure 66: Morning Star vs. Evening Star Examples 

● Morning Star: Downtrend ends, small hesitation candle, then strong 

green rally. 

● Evening Star: Uptrend ends, small hesitation candle, then strong red drop. 

Lesson: These are mirror images — one signals bullish reversal, the other 

bearish reversal. 
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The Story Behind Morning Star & Evening Star 

● Imagine the market has been falling hard (downtrend). First, you see a big 

red candle — sellers still in control. But then, a small candle (green, red, 

or even Doji) appears, showing hesitation. Finally, a strong green candle 

appears, taking price higher. This is the Morning Star, a story of the night 

ending and a new bullish day beginning. 

● In contrast, during a strong uptrend, buyers look confident. The first candle 

is a big green one. Then comes a small candle of hesitation, showing 

buyers are tired. Finally, a big red candle appears, reversing the market. 

This is the Evening Star, a story of the sun setting and the bulls losing 

control. 

Anatomy of the Patterns 

● Morning Star (Bullish Reversal) 

1. First!Candle!"!Long!red!(bearish),!continuation!of!downtrend. 

2. Second!Candle!"!Small!candle!(green/red/Doji),!signals!hesitation. 

3. Third!Candle!"!Strong!green!(bullish),!closing!well!into!the!first!

candle�s!body. 

4. This confirms buyers have taken control and a bounce is likely. (If 

Candle 2 is a doji, it’s called a Morning Doji Star.) 

 

● Evening Star (Bearish Reversal) 

1. First!Candle!"!Long!green!(bullish),!continuation!of!uptrend. 

2. Second!Candle!"!Small!candle!(green/red/Doji),!signals!hesitation. 

3. Third!Candle!"! Strong! red! (bearish),! closing!well! into! the! first!

candle�s!body. 

4. This confirms sellers have taken control and a decline is likely. (If 

Candle 2 is a doji, it’s called an Evening Doji Star.) 
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#$%&' Figure 67: Anatomy of Morning Star & Evening Star (Three Candles Labeled) 

● First candle = trend continuation (strong). 

● Second candle = hesitation (small). 

● Third candle = strong reversal in the opposite direction. 

 Lesson: Three candles together tell the story of trend exhaustion and 

reversal. 

Usage in Trends 

● Morning Star at the end of a downtrend!"!bullish!reversal!clue. 

● Evening Star at the end of an uptrend!"!bearish!reversal!clue. 

● Stronger if the third candle closes beyond 50% of the first candle’s body. 

● Volume confirmation (rising on the third candle) adds more reliability. 

#$%&' 

Figure 68: Morning Star After Downtrend → Bullish Reversal 
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● Long!red!"!small!hesitation!"!big!green!upward. 

● Lesson: Buyers step back with strength after hesitation, signaling reversal. 

 

#$%&' Figure 69: Evening Star After Uptrend → Bearish Reversal 

●  Long!green!"!small!hesitation!"!big!red!downward. 

● Lesson: Sellers take control after buyers weaken, signaling reversal. 

Candle Size Rule 

● First candle must show clear trend strength (long body). 

● Second candle must be much smaller (hesitation signal). 

● Third candle must be strong in the opposite direction. 

● Avoid setups where the third candle is weak — not a strong reversal. 

 

! Figure 70: Valid vs. Invalid Morning Star / Evening Star + Stop-loss Placement 
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(Stop-loss below the low of Morning Star, above the high of Evening Star) 

● Valid: Third candle closes well into the first candle’s body. 

● Invalid: Third candle weak, not covering enough ground. 

● Stop-loss: Below low (Morning Star) / Above high (Evening Star). 

 Lesson: Strong confirmation is critical; weak setups should be ignored. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ May enter right after the second candle, predicting reversal 

early. 

○ If the third candle confirms, they gain extra profits. 

○ If the trend continues, they face higher losses. 

 

#$%&' Figure 71: Risk Trader Wins – Entering Before Third Candle Confirmation 

● Risk trader enters before third candle confirms. 

● Reversal!happens!"!early!profits.!

!Lesson: Early entry can bring more reward if the reversal works. 
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#$%&' Figure 72: Risk Trader Fails – Trend Continuation Despite Hesitation 

● Risk trader jumps in early but third candle does not confirm. 

● Trend!continues!"!trader!trapped.!

!Lesson:!Premature!entry!risks!false!signals. 

 

#$%&' Figure 73: Safe Trader Wins – Confirmation After Morning/Evening Star 

● Safe trader waits for the third candle to confirm. 

● Entry is later but profitable. 

 Lesson: Patience improves accuracy and avoids false setups. 
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1 #()* Key Takeaways — Morning Star & Evening Star 

● Morning!Star!"!Appears!after!a!downtrend!"!signals!buyers!stepping!

in!for!a!bullish!reversal. 

● Evening!Star!"!Appears!after!an!uptrend!"!signals!sellers!stepping!in!

for!a!bearish!reversal. 

● The three candles: 

○ Strong trend candle (red for Morning Star, green for Evening 

Star). 

○ Small hesitation candle (can be green/red/Doji). 

 

○ Strong opposite-color candle that closes well into the first 

candle’s body. 

● Stronger if the third candle closes beyond 50% of the first candle’s body. 

● Morning Star stop-loss: below the star’s low. 

● Evening Star stop-loss: above the star’s high. 

● Risk traders may anticipate after the star candle; Safe traders wait for the 

third candle confirmation for reliability. 

● A Doji Star variation (where the second candle is a Doji) is even more 

powerful. 

2.2.4. Tweezer Tops & Tweezer Bottoms 

The Tweezer Top and Tweezer Bottom are two-candle reversal patterns. They are 

called “tweezers” because the candles form matching highs or lows, looking like 

the two tips of a tweezer. 

● Tweezer!Top!"!appears!after!an!uptrend!"!bearish!reversal!clue. 

● Tweezer!Bottom!"!appears!after!a!downtrend!"!bullish!reversal!clue. 
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#$%&' Figure 74: Tweezer Top & Tweezer Bottom Examples Side by Side 

● Left!(Tweezer!Bottom):!Two!candles!share!the!same!low;!second!

candle!closes!higher!"!bullish!reversal!clue. 

● Right!(Tweezer!Top):!Two!candles!share!the!same!high;!second!

candle!closes!lower!"!bearish!reversal!clue.!

!Lesson:!Matching!lows/highs!=!level!tested!twice!and!rejected. 

The Story Behind Tweezer Patterns 

● Imagine the market is trending up. Buyers push the price higher, but at a 

key level, sellers push back. On the next candle, buyers try again to push 

to the same high — but fail at the exact same level. This creates a 

Tweezer Top, showing that resistance is too strong. 

● Now think of a downtrend. Sellers push the price down, but buyers step 

in at a certain level. On the next candle, sellers try again but cannot push 

below that same low. This creates a Tweezer Bottom, showing support is 

holding strong. 

These patterns tell the story of buyers or sellers testing a level twice and failing, 

which is why they signal reversals. 

Anatomy of the Patterns 

Tweezer Top (Bearish Reversal) 
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1. First!Candle!"!A!bullish!green!candle!continues!the!uptrend. 

2. Second!Candle!"!A!bearish!red!candle!that!tests!the!same!high!as!the!

first!but!closes!lower. 

3. Key!Feature!"!Matching!highs!across!both!candles. 

Tweezer Bottom (Bullish Reversal) 

1. First!Candle!"!A!bearish!red!candle!continues!the!downtrend. 

2. Second!Candle!"!A!bullish!green!candle!that!tests!the!same!low!as!the!

first!but!closes!higher. 

3. Key!Feature!"!Matching!lows!across!both!candles. 

 

#$%&' Figure 75: Anatomy of Tweezer Top & Bottom (Matching Highs / Lows Labeled) 

● Tweezer!Bottom:!Candle!1!bearish!"!Candle!2!bullish;!lows!equal!(or!

nearly!equal). 

● Tweezer!Top:!Candle!1!bullish!"!Candle!2!bearish;!highs!equal!(or!

nearly!equal). 

● Shadows ok; the equality at the extreme is the defining feature. 

 Lesson: The “tweezer” is the equal extreme, not the body color alone. 

Usage in Trends 

● Tweezer Tops: Found at the end of an uptrend, showing resistance is 

holding and sellers may now dominate. 

● Tweezer Bottoms: Found at the end of a downtrend, showing support is 

holding and buyers may step in. 
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● Stronger when they occur at known support/resistance zones. 

● Confirmation from the next candle is important for reliability. 

 

#$%&' Figure 76: Tweezer Bottom After Downtrend → Bullish Reversal 

● Appears at or near the end of a decline; support respected twice. 

● Confirmation: A strong next bullish candle improves reliability. 

● Stop-loss: Just below the equal lows (pattern low). 

 Lesson: A defended floor + confirmation = higher-quality long setup. 

 

!!Figure!77:!Tweezer!Top!After!Uptrend!"!Bearish!Reversal 

● Appears at or near the end of a rally; resistance respected twice. 

● Confirmation: A strong next bearish candle strengthens the case. 

● Stop-loss: Just above the equal highs (pattern high). 

 Lesson: A capped ceiling + confirmation = higher-quality short setup. 
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 Candle Size Rule 

● Both candles must share the same high (Top) or same low (Bottom). 

● Candle bodies can be different (bullish/bearish mix is ideal). 

● Avoid tweezers where the highs/lows are far apart — that’s not valid. 

● Stronger when the second candle’s body is large and decisive. 

 

#$%&' Figure 78: Valid vs Invalid Tweezer Patterns + Stop-loss Placement 

● Valid: Extremes are equal or within a tiny tolerance (e.g., tick size or 

~0.1–0.2%). 

● Invalid/Weak: Extremes clearly don’t match, or candles are oversized 

news bars. 

● Stops-Loss: 

1. Bottom!"!stop!below!the!shared!low. 

2. Top!"!stop!above!the!shared!high.!

!Lesson:!True!tweezers!require!matching!extremes!and!

controlled!candle!size. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Enters immediately after spotting the tweezer high/low match. 

○ Wins if reversal begins right away. 

○ Risks losses if price breaks beyond the level again. 

● Safe Trader: 

○ Waits for the next candle confirmation (a bearish close after 

Tweezer Top or bullish close after Tweezer Bottom). 
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○ Entry is safer but comes slightly later. 

 

! Figure 79: Risk Trader vs Safe Trader Entries on Tweezer Patterns 

● Risk Trader: Enters on the second touch of the level (immediate reversal 

attempt). Fast reward if it turns; vulnerable if level breaks. 

● Safe Trader: Waits for a confirmation candle (close through prior body or 

break of interim level) before entry. 

 Lesson: Early = faster but riskier; confirmation = later but more reliable. 

" Key Takeaways — Tweezer Tops & Bottoms 

● Tweezer!Top!"!After!uptrend!"!same!highs!"!signals!bearish!

reversal. 

● Tweezer!Bottom!"!After!downtrend!"!same!lows!"!signals!bullish!

reversal. 

● Show buyers/sellers tested a level twice and failed. 

● Stronger at support/resistance zones with confirmation candle. 

● Risk traders enter immediately; Safe traders wait for confirmation. 

● Stop-loss: 

○ Above the highs (for Tweezer Top). 

○ Below the lows (for Tweezer Bottom). 

2.2.5.  Bullish Kicker & Bearish Kicker Patterns 

The Kicker Pattern is one of the strongest and most dramatic candlestick reversal 

signals. It represents a sudden and complete change in market sentiment. Unlike 

many patterns that develop gradually, a Kicker happens fast, often triggered by 

major news or a sharp shift in market psychology. 
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● Bullish!Kicker!"!Appears!after!bearish!conditions,!when!price!

suddenly!gaps!up!and!continues!strongly!bullish. 

● Bearish!Kicker!"!Appears!after!bullish!conditions,!when!price!

suddenly!gaps!down!and!continues!strongly!bearish. 

 

! Figure 80: Bullish Kicker & Bearish Kicker Examples Side by Side 

● Left (Bullish Kicker): After a red bearish candle, the next session gaps up 

and prints a strong green candle. 

● Right (Bearish Kicker): After a green bullish candle, the next session 

gaps down and prints a strong red candle. 

 Lesson: Kickers show a sudden, opposite gap with strength — one of the 

clearest reversal signals. 

The Story Behind the Kicker Pattern 

Imagine the market moving steadily in one direction. Traders feel confident — 

sellers dominate in a downtrend or buyers dominate in an uptrend. Suddenly, the 

next trading session opens with a gap in the opposite direction, and price surges 

without looking back. 

● In a Bullish Kicker, sellers are shocked when price gaps higher and 

buyers pile in aggressively. 

● In a Bearish Kicker, buyers are trapped when price gaps lower and sellers 

drive the market down hard. 
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It’s like the market “kicks” the previous trend aside and starts running in the 

opposite direction. 

Anatomy of the Kicker Pattern 

Bullish Kicker (Strong Bullish Reversal) 

1. First!Candle!"!Large!bearish!red!candle!(continuation!of!downtrend). 

2. Second!Candle!"!Opens!above!the!prior!candle�s!open,!leaving!a!gap,!

and!forms!a!strong!green!bullish!candle. 

3. Meaning!"!Buyers!suddenly!seize!control,!ignoring!prior!selling. 

Bearish Kicker (Strong Bearish Reversal) 

1. First!Candle!"!Large!bullish!green!candle!(continuation!of!uptrend). 

2. Second!Candle!"!Opens!below!the!prior!candle�s!open,!leaving!a!gap,!

and!forms!a!strong!red!bearish!candle. 

3. Meaning!"!Sellers!suddenly!take!control,!shocking!prior!buyers. 

 

! Figure 81: Anatomy of Bullish & Bearish Kicker Patterns (Gap + Strong 

Opposite Candle Labeled) 
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● Bullish!Kicker:!First!red!bearish!candle!"!Second!green!bullish!candle!

opens!above!the!first!candle�s!open!(gap!up)!and!closes!strong. 

● Bearish!Kicker:!First!green!bullish!candle!"!Second!red!bearish!candle!

opens!below!the!first!candle�s!open!(gap!down)!and!closes!strong.!

!Lesson:!The!gap!+!strong!opposite!close!is!the!essence!of!the!kicker. 

Usage in Trends 

● Bullish!Kicker!"!Appears!after!a!downtrend,!often!at!support!zones!or!

following!bearish!weakness.!Signals!a!sharp!reversal!upward. 

● Bearish!Kicker!"!Appears!after!an!uptrend,!often!at!resistance!zones!

or!following!overbought!conditions.!Signals!a!sharp!reversal!

downward. 

● Kickers are rare but highly reliable, especially when backed by volume 

spikes. 

 

!!Figure!82:!Bullish!Kicker!After!Downtrend!"!Strong!Upward!Reversal 

● Appears after a downtrend, usually near support. 

● Strong bullish gap + follow-through reverses bearish momentum. 

● Confirmation with the next candle boosts reliability. 

 Lesson: A bullish kicker signals buyers suddenly overpower sellers. 
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!!Figure!83:!Bearish!Kicker!After!Uptrend!"!Strong!Downward!Reversal 

● Appears after an uptrend, often near resistance. 

● Strong bearish gap + follow-through reverses bullish momentum. 

● Confirmation with the next candle improves reliability. 

 Lesson: A bearish kicker signals sellers suddenly overpower buyers. 

Candle Size Rule 

● Both candles should have large bodies to reflect decisive sentiment. 

● The gap between the first and second candle is critical — no overlap 

should exist. 

● Avoid kickers where the second candle is small or has a weak close. 

 

! Figure 84: Valid vs Invalid Kicker Patterns + Stop-loss Placement 

● Valid: Clear gap with large opposite candle, no overlap with prior body. 

● Invalid:!Small!second!candle,!or!overlapping!open!"!not!a!true!kicker. 

● Stop - Loss: 
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1. Bullish!Kicker!"!stop!below!second!candle�s!low. 

2. Bearish!Kicker!"!stop!above!second!candle�s!high.!

!Lesson:!A!real!kicker!has!a!clean!gap!and!decisive!body;!no!

half-signals. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ Enters immediately as the Kicker candle forms. 

○ Gains maximum profits if the move continues. 

○ Risks heavy losses if it was just a news spike or false gap. 

 

! Figure 85: Risk Trader Wins – Enters Immediately on Kicker Gap 

● Risk trader jumps in as the kicker forms. 

● Market!continues!strongly!"!quick,!big!profits.!

!Lesson:!Early!action!=!max!reward!if!reversal!is!real. 

 

! Figure 86: Risk Trader Fails – False Gap Traps Early Entry 



77 

● Risk trader enters immediately on kicker gap. 

● Price reverses back after a false breakout. 

 Lesson: Without confirmation, kickers can trap eager traders. 

 

! Figure 87: Safe Trader Wins – Confirmation After Kicker Close 

● Safe trader waits for kicker candle to close (or next-day confirmation). 

● Market!continues!trend!"!reliable!entry!with!less!risk.!

!Lesson:!Patience!reduces!traps!�!safer!for!beginners. 

 

" Key Takeaways — Bullish & Bearish Kicker 

● Bullish!Kicker!"!Appears!after!downtrend!"!gap!up!+!strong!bullish!

candle. 

● Bearish!Kicker!"!Appears!after!uptrend!"!gap!down!+!strong!bearish!

candle. 

● One of the most powerful reversal patterns; shows a sudden sentiment 

shift. 

● Requires a true gap between first and second candles — no overlap. 

● Stronger when supported by high volume and trend context 

(support/resistance). 

● Risk traders act immediately on the gap; Safe traders wait for candle 

close/confirmation. 

● Stop-loss: 

○ Bullish!Kicker!"!below!the!second!candle�s!low. 

○ Bearish!Kicker!"!above!the!second!candle�s!high. 
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2.2.6. Three White Soldiers & Three Black Crows 

The Three White Soldiers and Three Black Crows are powerful three-candle 

reversal patterns. 

● Three White Soldiers form after a downtrend and signal strong bullish 

reversal. 

● Three Black Crows form after an uptrend and signal strong bearish 

reversal. 

These patterns are special because they don’t rely on hesitation candles (like Stars 

or Haramis). Instead, they show three consecutive strong candles in the same 

direction, proving that one side has completely seized control. 

 

#$%&' Figure 88: Three White Soldiers & Three Black Crows Examples Side by Side 

● Left (Three White Soldiers): Three consecutive bullish candles, each 

closing higher than the last, showing buyers in control after a decline. 

● Right (Three Black Crows): Three consecutive bearish candles, each 

closing lower than the last, showing sellers in control after a rise. 

 Lesson: Three strong candles in a row = momentum takeover. 

The Story Behind the Patterns 

● Three White Soldiers: Imagine the market has been bearish. Suddenly, 

buyers enter strongly. One big green candle forms. Next day, buyers come 

again with another strong green candle. By the third day, the bulls have 

proven their strength with three strong closes in a row. This sequence tells 

a story of a true reversal led by buyer confidence. 
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● Three Black Crows: Now picture an uptrend. Buyers have been in control, 

but sellers strike with one strong red candle. The next day, sellers come 

again, confirming the shift. By the third red candle, the market screams 

bearish reversal. 

These are patterns of persistence — not hesitation. They reflect determination of 

bulls (soldiers) or bears (crows). 

Anatomy of the Patterns 

Three White Soldiers (Bullish) 

1. Three consecutive long green candles. 

2. Each opens within or near the prior candle’s body. 

3. Each closes progressively higher, near the highs of the session. 

Three Black Crows (Bearish) 

1. Three consecutive long red candles. 

2. Each opens within or near the prior candle’s body. 

3. Each closes progressively lower, near the lows of the session. 

 

#$%&' Figure 89: Anatomy of Three White Soldiers & Three Black Crows 

Open behavior: Each candle typically opens within or near the prior candle’s body 

(not way above/below). 

Close behavior: Soldiers close near the highs; Crows close near the lows (small 

wicks preferred). 
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Progression: Each candle advances the trend with higher closes (Soldiers) or lower 

closes (Crows). 

Lesson: Controlled advances/declines with small shadows show sustained pressure, 

not randomness. 

Usage in Trends 

● Three!White!Soldiers!"!appear!after!a!downtrend!"!strong!bullish!

reversal. 

● Three!Black!Crows!"!appear!after!an!uptrend!"!strong!bearish!

reversal. 

● More powerful if they occur after a long trend or near support/resistance 

zones. 

● Volume confirmation adds extra reliability. (The Concept of volume will 

be discussed in the next chapter). 

 

#$%&' Figure 90: Three White Soldiers After Downtrend → Bullish Reversal 

● Appears at/near the end of a decline; buyers step in for three sessions in a 

row. 

● Best near support or after extended selling. 

● Confirmation: Follow-through above the third candle’s high strengthens 

the signal. 

 Lesson: A steady, three-step march from buyers signals a credible 

bullish reversal. 
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#$%&' Figure 91: Three Black Crows After Uptrend → Bearish Reversal 

● Appears at/near the end of a rally; sellers press lower for three sessions in 

a row. 

● Strongest near resistance or after extended buying. 

● Confirmation: Follow-through below the third candle’s low validates the 

shift. 

 Lesson: Persistent selling over three bars signals a credible bearish 

reversal. 

Candle Size Rule 

● Each candle should be medium-to-large body with small shadows. 

● Avoid patterns where candles are oversized (5–10% moves or 4–5x 

bigger than recent candles) — this often means unsustainable panic. 

● Three strong but controlled candles give the most reliable pattern. 

 

#$%&' Figure 92: Valid vs Invalid Three White Soldiers & Three Black  

Crows + Stop-loss Placement 



82 

1. Valid: Medium-to-large real bodies, small shadows, opens within prior 

body, consistent progression. 

2. Invalid/Weak: Huge, news-driven bars (5–10% or 4–5× recent size), big 

upper wicks on Soldiers / big lower wicks on Crows, or gaps that break 

the “opens within body” idea. 

3. Stops - Loss: 

● Soldiers!"!stop-loss!below!the!first!soldier�s!low!(or!pattern!low). 

● Crows!"!stop-loss!above!the!first!crow�s!high!(or!pattern!high).!

!Lesson:!Favor!controlled!strength;!avoid!oversized,!volatile!versions. 

Risk Trader vs. Safe Trader 

● Risk Trader: 

○ May enter after the second candle, anticipating that the pattern 

will complete. 

○ If the third candle confirms, they secure early profits. 

○ If the third candle fails, they risk being trapped. 

 

#$%&' Figure 93: Risk Trader Wins — Early Entry After Second Candle 

● Enters after the second soldier, anticipating completion. 

● Third candle confirms; trend continues; early entry earns extra points. 

 Lesson: Anticipation can boost reward when momentum persists. 
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! Figure 94: Risk Trader Fails — Third Candle Does Not Confirm 

● Early entry after candle 2, but the third candle reverses. 

● Price snaps back; stop-loss is hit. 

 Lesson: Without completion/confirmation, early entries are vulnerable to 

whipsaws. 

 

! Figure 95: Safe Trader Wins — Entry After All Three Candles Confirm 

● Waits for all three candles to complete (or for a break beyond the third 

candle’s extreme). 

● Enters on confirmation; often rides a cleaner, steadier move. 

 Lesson: Patience sacrifices a few ticks but raises reliability. 

" Key Takeaways — Three White Soldiers & Three Black 

Crows 

● Three!White!Soldiers!"!After!a!downtrend!"!signal!buyers�!full!

control. 

● Three!Black!Crows!"!After!an!uptrend!"!signal!sellers�!full!control. 
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● Requires three strong candles closing near their extremes. 

● Avoid oversized panic candles — controlled strength is more reliable. 

● Risk traders anticipate after the second candle; safe traders wait for all 

three. 

● Stronger when supported by volume and trend context. 
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" Chapter 11 – Key Takeaways 

● Candlestick patterns reflect market psychology—who controls (buyers or 

sellers). 

● Single candle patterns give early warnings; multi-candle patterns give 

stronger signals. 

● Risk traders act immediately but face higher chances of false signals. 

● Safe traders wait for confirmation, sacrificing speed but improving 

accuracy. 

● Context (trend, support/resistance) is critical—no candle should be read 

in isolation. 

● Shadows (wicks) show rejections; long wicks often mean reversals. 

● Big bodies = momentum; small bodies = indecision. 

● Candlestick reliability improves when combined with volume and trend 

analysis. 

Candlestick Patterns at a Glance 

Pattern Type Bullish Signal Bearish Signal Reversal / 

Indecision 

Marubozu Strong!buying,!no!

wicks!"!trend!may!

continue!upward 

Strong!selling,!no!

wicks!"!trend!may!

continue!downward 

– 

Doji After downtrend, 

signals buyer entry if 

next candle is bullish 

After uptrend, signals 

seller entry if next 

candle is bearish 

Shows!indecision!

"!wait!for!

confirmation 

Hammer / 

Inverted 

Hammer 

Hammer after 

downtrend = reversal to 

upside 

Inverted Hammer after 

downtrend may lead to 

bounce if confirmed 

– 

Shooting Star – After uptrend, reversal 

down likely if 

confirmed 

– 
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Spinning Top At bottoms, may signal 

reversal if next is 

bullish 

At tops, may signal 

reversal if next is 

bearish 

Pure indecision 

candle 

Engulfing Bullish Engulfing = 

buyers seize control 

Bearish Engulfing = 

sellers seize control 

Strong reversal 

pattern 

Harami Small!candle!inside!

large!bearish!"!bullish!

reversal!if!confirmed 

Small!candle!inside!

large!bullish!"!bearish!

reversal!if!confirmed 

Loss of momentum 

Morning Star 3-candle bullish 

reversal at lows 

– Clear reversal 

Evening Star – 3-candle bearish 

reversal at highs 

Clear reversal 

Three White 

Soldiers 

Strong sustained 

bullish trend 

– Trend continuation 

Three Black 

Crows 

– Strong sustained 

bearish trend 

Trend continuation 

Tweezer 

Bottom 

Double bottom 

rejection = bullish 

reversal 

– Clear reversal 

Tweezer Top – Double top rejection = 

bearish reversal 

Clear reversal 

Kicker Pattern Bullish kicker = sudden 

shift to upside 

Bearish kicker = 

sudden shift to 

downside 

Very strong 

reversal 
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Why volume confirms market strength or weakness. 

3.1. Volume — the market’s voice 

Think of the stock market like a crowded shop. The price is just the tag you see on 

an item — it tells you the last deal that happened. But the real story is how many 

items were actually bought and sold at that tag. That number is called volume. 

If a stock price goes up and a lot of people are buying and selling it, that move is 

strong — many traders agreed at that price. But if the price changes and hardly 

anyone traded, it’s weak — like an empty shop where the tag is changed but no real 

sales happened. That is why traders call volume the “voice” of the market. It tells 

us whether a price move is important or not. 

3.2.  How volume is created (intraday) 

Every trade is simple: one person buys and another person sells. If you place a buy 

order for 400 shares at ₹100.20, and someone places a sell order for 400 shares at 

the same price, the exchange matches them. A trade happens. 

The volume = 400 shares, not 800. We don’t count for both buyer and seller 

separately. One share changed hands once, so it is counted once. 

As the trading day goes on, every new trade is added to the total. The exchange 

shows volume for each trade (or each time slot), and also keeps adding them up 

into a cumulative volume for the whole day. 
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Table 3.1 — Intraday Matching & Cumulative Volume (fresh example) 

Every time buyers and sellers agree on a price, those shares are added to the day’s 

total. The “cumulative volume” column shows the running total as the day 

progresses. 

Sl 

No 

Time Buy 

Qty 

Sell Qty Price (₹) Volume (Matched) Cumulative Volume 

01 9:30 AM 320 320 101.80 320 320 

02 10:15 AM 450 450 102.10 450 770 

03 11:00 AM 275 275 101.60 275 1,045 

04 12:10 PM 600 600 102.35 600 1,645 

05 1:25 PM 380 380 102.00 380 2,025 

06 2:20 PM 520 520 102.70 520 2,545 

07 3:20 PM 950 950 103.10 950 3,495 

Looking at Table 3.1, at 9:30 AM one trade of 320 shares happened at ₹101.80. So 

volume = 320 and cumulative = 320. At 10:15 AM, another 450 shares traded at 

₹102.10, which increased cumulative volume to 770. Trade by trade, the 

cumulative total keeps increasing. 

By 3:20 PM, the final trade of 950 shares pushed the total volume for the day to 

3,495 shares. 

This is how the daily volume is calculated: just add up every trade that happened 

during the session. On price charts, this appears as a vertical bar at the bottom of 

the day’s candle, showing how active the trading was that day. 

3.2. Volume on Daily Charts (OHLCV) 

In the last section, we saw how intraday volume builds up trade by trade. Now 

let’s zoom out and see how this looks when we put the whole day together. 

Every daily candlestick that you see on a chart is built from five important pieces 

of information, often called OHLCV: 

● Open price (first trade of the day) 
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● High price (the maximum price reached during the day) 

● Low price (the minimum price of the day) 

● Close price (the final trade of the day) 

● Volume (the total number of shares traded during that day) 

Here, volume = sum of all matched trades of the day. Remember the intraday 

table we saw earlier? If the cumulative total at the end of the day was 3,495 shares, 

then the daily volume reported will be exactly 3,495. 

Table 3.2 — HDFC Bank Daily Snapshot (Example) 

Date Prev 

Close 

Open High Low Close Volume 

(shares) 

18-Aug,2025 1,991.1 1,998.2 2,026.3 1,986.7 2,003.6 8,785,588 

19-Aug,2025 2,003.6 2,009.6 2,025.0 1,995.0 2,020.6 8,783,575 

21-Aug,2025 1,988.2 1,997.5 1,997.5 1,983.2 1,991.2 6,219,925 

22-Aug,2025 1,991.2 1,987.0 1,992.0 1,979.0 1,988.3 9,895,813 

25-Aug,2025 1,964.6 1,960.2 1,977.4 1,957.0 1,969.2 8,759,622 

26-Aug,2025 1,964.6 979.5 985.7 968.0 973.4 16,917,731 

28-Aug,2025 973.4 967.0 972.2 955.0 957.8 25,438,258 

29-Aug,2025 957.8 954.0 963.3 951.6 955.2 14,826,313 

How to read the table 

● On 18-Aug,2025 HDFC Bank closed slightly higher (₹2003.6) with about 

8.7 million shares traded – a fairly normal day. 

● On 22-Aug,2025 the price slipped a bit, but volume spiked close to 9.9 

million shares. That tells us sellers were active that day. 

● On 26-Aug, notice something unusual: the stock opened at ₹979.5, roughly 

half of the prior close (~₹1964). At the same time, the traded volume 

jumped to 16.9 million shares. This is not a crash. It’s because HDFC 
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Bank’s stock had a split – one share was divided into two. That’s why the 

price dropped by half and the number of shares traded nearly doubled. 

#+,- The key takeaway for a beginner: whenever you see a sudden huge drop in 

price with a big surge in volume, always check whether a corporate action (like a 

split or bonus issue) happened. It often explains the unusual move. 

● On 28-Aug, volume exploded again to over 25 million shares – this was 

the first full trading day after the split, so naturally more shares were in 

circulation. 

3.3. Reading Price–Volume Relationships 

Once you understand how daily volume is recorded, the next step is to read what 

price and volume together are trying to tell you. Price shows direction, and 

volume shows strength. When you put them together, you can quickly judge 

whether a move is healthy or suspicious. 

Think of it like a crowd at a cricket stadium: 

● A loud cheer (high volume) shows the crowd really supports what’s 

happening. 

● A silent cheer (low volume) means only a few people are interested – 

maybe the move won’t last. 

Here are the four core Price–Volume combinations: 

Table 12.3 — Price–Volume Logic 

Price Volume Meaning 

! Up ! Up Bullish, strong demand (healthy uptrend) 

! Up " Down Weak rally, can fail (low support) 

" Down ! Up Bearish, heavy selling (trend down) 

" Down " Down Quiet drift, weak move (may reverse) 
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How to Use This Table  

1. Price!Up!+!Volume!Up!"!Trust!the!move. This is a healthy breakout. 

Traders often buy such moves or add positions. 

2. Price!Up!+!Volume!Down!"!Be!careful. A weak breakout may trap 

you. Wait for volume to confirm before acting. 

3. Price! Down! +! Volume! Up! "! Respect! it. This is genuine selling 

pressure. Avoid buying blindly (“don’t catch a falling knife”). 

4. Price!Down!+!Volume!Down!"!Don�t!panic. It’s a lazy down-move. 

Often just drifts sideways or pauses before the next real move. 

Note : “Price with high volume is strong; price with low volume is weak. Always 

check volume before trusting a move.” 

3.4. High, Low, and Average Volume — What It Really Means 

Think of volume like the number of people entering a cinema hall for a movie. If 

the hall usually has 200 people but today 500 show up, you know something big is 

happening — maybe a blockbuster release. If only 50 show up, then probably 

nobody is interested in the movie. The same works in the stock market: 

● High!Volume!"!Many! traders! and! investors! are!active!at! that!price.!

This! usually! happens! during! important! news,! breakouts,! or!

breakdowns.!It!shows!strong!participation. 

● Average!Volume!"!Normal! crowd.!Nothing!unusual,! the!market! is!

functioning!at!its!usual!pace. 

● Low!Volume!"!Very!few!participants.!Price!moves!may!not!be!reliable!

because!they!can!be!easily!pushed!by!a!small!group!of!traders. 

To make it measurable, traders often use a moving average of past volume (say the 

last 10 days) and compare today’s volume to it. 

● If! today�s! volume! is! 1.5! times! or!more! than! average!"! call! it!High!

Volume. 

● If!it!is!close!to!the!average!(0.75×!to!1.5×)!"!call!it!Average!Volume. 

● If!it!is!much!lower!(less!than!0.75×)!"!call!it!Low!Volume. 

This simple rule helps you judge whether a price move is strong (many traders 

agreed) or weak (only a handful acted). 
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3.5. Volume in Action: Reading the Chart 

 

Now look at the chart we attached. See how price was moving sideways for many 

months with very little excitement. During this period, the volume bars at the 

bottom are short — this is low volume. Think of it like an empty market street: 

few buyers, few sellers, so prices didn’t move much. 

Then notice what happens before the big breakout rally: suddenly, some tall green 

bars appear. These are high volume days. It’s like suddenly the street got crowded 

with buyers, all wanting the same item. Price starts to rise sharply because demand 

is strong and many are willing to buy at higher levels. 

As the rally continues, you’ll see that the biggest price moves up also have biggest 

volume spikes. This is the textbook rule we covered: 

● Price!#!+!Volume!#!=!Strong!bullish!move. 

Later, if you see price rising but volume starting to shrink (smaller bars), that’s a 

warning sign. It means fewer traders are supporting the up move — like a rally 

running out of energy. Similarly, if you see price falling on big red volume bars, 

that’s a sign of serious selling (distribution). 

In Above chart, the final stage shows explosive price rise with very tall green 

volume bars. This is what traders call a “volume breakout.” Institutions (big 

players) are clearly active, and that’s why the rally looks so powerful. A beginner 

can easily connect this: 
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 #+,- Big moves need big volume. Small volume moves are usually short-lived. 

Simple Storytelling Recap for Beginners 

Imagine three scenarios in your shop: 

● Shop is full, all buying at higher prices!"!Prices!rise!strongly!(High!

volume!up!move!=!strong!bullish!trend). 

● Only a few buyers, but price goes up a little!"!The!rise!may!not!last!

(Low!volume!up!move!=!weak!rally). 

● Shop is crowded, but everyone wants to sell products back!"!Prices!

fall!sharply!(High!volume!down!move!=!strong!bearish!trend). 

● Few!people,!slow!selling!"!Prices!drift!down!lazily (Low volume 

down move = weak decline). 

When you look at the chart, always ask: “Is this price move happening with big 

participation or not?” That simple question will save you from many traps. 

3.6. VWAP — The Beginner’s First Volume Indicator 

After learning how to read plain volume bars, it’s time to meet your first real trading 

tool: VWAP (Volume Weighted Average Price). 

Think of VWAP as the “true average price of the day” — but unlike a simple 

average, it pays more attention to where most of the trading actually happened. If 

only 100 shares traded at ₹100 but 10,000 shares traded at ₹105, VWAP won’t sit 

in the middle at ₹102.5 — it will lean closer to ₹105, because that’s where the 

market really agreed to trade. 

On a price chart, VWAP appears as a single smooth line running across intraday 

candles. Traders use it to judge whether the stock is being bought at a premium 

(above VWAP) or sold at a discount (below VWAP). 

Why VWAP Matters 

For small traders, VWAP helps answer: 

● Am I buying cheaper than the crowd, or paying more? 

● Is today’s rally real, or just noise without strong participation? 
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For institutions (mutual funds, FIIs, pension funds), VWAP is like a report card. 

If they buy huge chunks of HDFC Bank all day, they later check: “Was my average 

price better than VWAP?” If yes, they saved money; if not, they overpaid. 

Because big players use VWAP, smaller traders often treat it as a dividing line: 

● Above VWAP!"!Bulls!in!control 

● Below VWAP!"!Bears!in!control 

. Formula : 

VWAP = (Sum of [Price × Volume]) ÷ (Sum of Volume) 

Three Common VWAP Scenarios 

VWAP is most powerful intraday, because it resets every morning. Let’s look at 

three story-based scenarios: 

1. Trend Day — VWAP as a “Support Line” 

Imagine Reliance opens strong and quickly moves above VWAP. All day, 

whenever price dips toward VWAP, buyers rush in and push it back up. VWAP 

acts like a trampoline — each touch bounces higher. 

For a beginner, this is the simplest use: if the stock stays above VWAP and keeps 

bouncing, the trend is bullish. Many traders buy near VWAP dips and hold as long 

as price respects it. 
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2. Sideways / Mean Reversion Day — VWAP as a “Magnet” 

Now think of Infosys on a boring day. It moves up a little, then down a little, but 

keeps circling back to VWAP. Neither buyers nor sellers take full control. 

VWAP here behaves like gravity. Price crosses it multiple times, tricking impatient 

traders. The lesson: on such days, VWAP is not a signal to “go long” or “go short” 

— it’s just the middle line of a range. Professionals either avoid trading or only bet 

on quick bounces back toward VWAP when price strays too far. 

 

3. Breakout Day with Anchored VWAP 

Picture HDFC Bank announcing strong results. The stock gaps up big at the open 

and races higher. Price never even touches the day’s VWAP because demand is 

overwhelming. 

On such days, traders use Anchored VWAP — starting VWAP from the breakout 

candle itself. This gives a fresh “fair value line” for the move. If price respects this 

anchored VWAP, the breakout is strong; if it fails, the breakout may be tiring. 
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Simple Rules for Beginners 

● Don’t buy below VWAP in a downtrend, and don’t short above VWAP in 

an uptrend. 

● Treat VWAP like a “line in the sand”: above it = bullish bias, below it = 

bearish bias. 

● If!price!keeps!circling!VWAP!with!no!direction!"!it�s!a!sideways!day,!

trade!small!or!stay!out. 

● Always combine VWAP with volume spikes: VWAP cross + high volume 

= stronger signal. 
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" Key Takeaways – Chapter 12 (Volume Analysis) 

● Volume is the market’s voice — it shows how strongly buyers and sellers 

support a price move . 

● Every trade counts once — when 400 shares change hands, volume = 

400, not 800 . 

● Daily volume (OHLCV) is the sum of all shares traded that day — large 

spikes often signal institutional activity or corporate actions . 

● Price + Volume together tell the story: 

○ Price!#!&!Volume!#!"!Strong!bullish!move. 

○ Price!#!&!Volume!$!"!Weak!rally,!be!cautious. 

○ Price!$!&!Volume!#!"!Strong!bearish!move. 

○ Price!$!&!Volume!$!"!Quiet!drift,!often!meaningless!. 

● High / Low / Average Volume: 

○ High = unusually strong activity, trend likely valid. 

○ Average = normal trading interest. 

○ Low = unreliable move, prone to false signals . 

● Relative Volume (RVOL) helps compare today’s volume with the past 

(e.g., vs. 10-day average). 

● Trading rule: trust only those breakouts/breakdowns that happen on high 

volume. 

● VWAP = Volume Weighted Average Price — shows the “fair average 

price” paid today. 

● VWAP acts like an intraday guide: 

○ Above!VWAP!"!buyers!control. 

○ Below!VWAP!"!sellers!control. 

● Institutions benchmark trades with VWAP; that’s why it often behaves 

like a magnet or divider line. 

● Avoid treating every VWAP cross as a signal; context and relative 

volume matter. 
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Using volume to validate candlestick signals and avoid traps. 

In the last chapter, we discovered that volume is the market’s voice. Every time a 

buyer and seller agree on a price, they leave behind a footprint in the form of traded 

volume. Sometimes the voice is loud — a surge of activity that confirms a move. 

Other times, it’s quiet — a weak whisper that makes us wonder if the move has 

strength at all. 

Now, let’s think about candlesticks. A single candle, or a group of them, tells us 

the story of price. Was it a day where buyers took charge? Or a session where 

sellers dominated? Or perhaps a tug-of-war that ended in indecision? Candlesticks 

are like sentences in the market’s diary — they capture emotions of fear, greed, and 

hesitation. 

But here’s the catch: a sentence without tone can be misleading. Imagine someone 

says “I’m fine.” Without hearing their tone, you don’t know if they are truly fine 

or upset. In the same way, a candlestick without volume can mislead you. A bullish 

candle with no volume is like a big announcement made in an empty room — 

impressive words, but nobody really cared. 

This is where Chapter 4 begins: marrying candlesticks with volume. 

Why Volume Confirmation Matters 

Let me take you into a small trading story. 

Two friends, Arjun and Meera, are both tracking the same stock. On Tuesday, the 

stock breaks above its resistance with a tall green Marubozu candle (a strong bullish 

candle with no wicks). 
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● Arjun looks at the candle and says, “This is it! A breakout!” Without 

hesitation, he buys. 

● Meera, however, remembers the lesson: “Always check the volume.” She 

notices that Tuesday’s volume was no different from the past few days. 

That means only a handful of traders participated in the breakout. She 

decides to wait. 

The next day, the stock falls back below resistance. Arjun is trapped in a false 

breakout, while Meera is safe because she respected volume. 

A week later, the stock again breaks above the same level — but this time, the 

volume bar is the highest in three months. This is the crowd rushing in, institutions 

joining the party, and genuine demand overcoming supply. Both Arjun and Meera 

enter this time — and this time, the breakout sustains. 

The lesson? Candlestick patterns become reliable only when the market’s voice 

(volume) confirms them. 

A Simple Analogy 

Think of a cricket stadium. A batsman hits a six. If the stadium erupts with cheers 

(volume), you know the moment is real and electrifying. But if the stadium is empty 

and silent, the six feels hollow. 

Candlesticks are like the shot — volume is the roar of the crowd. Without the 

crowd, the shot doesn’t change the game. With the crowd, it becomes a turning 

point. 

Setting the Stage 

So far, we have learned candlesticks (in earlier chapters) and volume (in the last 

chapter). Now, we bring them together. When you see a bullish candle, don’t just 

admire its shape — ask yourself: “Who was behind this move? Was it just a handful 

of traders, or did the whole market participate?” 

This chapter will show you how to: 

● Confirm candlestick signals with volume. 

● Avoid false breakouts that trap beginners. 

● Recognize when high volume adds conviction, and when low volume 

warns of weakness. 



100 

By the end, you’ll never look at candlesticks the same way again — because you’ll 

also be listening to the market’s voice that lies beneath them. 

In short, volume filters candlestick signals. Let’s formalize a few guiding 

principles with examples, as used by a veteran analyst: 

Key Candlestick-Volume Confirmation Rules: 

1. A strong-looking candlestick with no volume = No Entry (suspect signal). 

 

Now look at the chart above. Notice the circled candle: price shoots up strongly, 

forming a tall bullish bar. At first glance, this looks powerful — the stock closed 

near the top, and beginners might assume a breakout is underway. 

But when we check the volume bar just below, we see the truth: the volume is 

unusually low. Hardly anyone actually participated in this “breakout.” It’s exactly 

like a cricket player smashing a six in an empty stadium — the shot looks dramatic, 

but there’s no crowd to cheer, no real energy behind it. 

This is a classic trap. A few traders or algorithms may have pushed the price higher 

with small orders, but institutions, mutual funds, and FIIs stayed on the sidelines. 

Without their participation, the move lacks fuel to continue. 

#+,- Lesson from the chart: Even if a candle looks strong, always check the 

volume. If volume is missing, treat the signal as suspicious. Avoid rushing in — 

you could be walking into a false breakout that quickly reverses. 
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2. Strong Candle with High Volume = Convincing Signal 

 

Now let’s flip the situation. Look at the chart above. The stock breaks out with a 

tall bullish candle — but this time, check the volume bar at the bottom. It’s one of 

the biggest in weeks. That means not just a few traders, but a crowd of participants 

— including institutions — stepped in and traded heavily. 

This is like a cricket stadium erupting when the batsman hits a six. The cheer is 

loud, the crowd is huge, and the energy is undeniable. In market terms, it means 

the breakout is supported by real money and genuine demand. 

Here, the candlestick isn’t just a nice shape on the chart — it carries weight because 

thousands of shares changed hands at that level. Professionals look for exactly this 

combination: a strong candlestick pattern backed by high volume. It tells them the 

market agrees with the price move. 

#+,- Lesson from the chart: A strong candlestick with strong volume is your green 

signal. When volume supports the price action, it shows conviction. These are the 

breakouts you can trust more confidently. 
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3. Weak Candle but High Volume = Distribution or Absorption 

 

Sometimes, the candle itself doesn’t look very strong — it might have a small body 

or a lot of wicks, showing indecision. But when you check below, the volume bar 

is unusually tall. This combination is very important, because it often means big 

players are active behind the scenes. 

Look at the chart above. Around 11:30, you can see a candle that looks weak — 

not a clear bullish or bearish bar, but a small real body with both upper and lower 

wicks. On its own, this candle wouldn’t tell us much. But notice the volume: the 

bar at the bottom is one of the highest of the day. That’s your clue. 

Here’s what could be happening: 

● Distribution (Selling into Demand): If this candle forms after a strong up-

move, it might mean institutions are quietly selling (distributing) to late 

buyers. The high volume tells you a lot of shares changed hands, but the 

small body shows that despite all the trading, price didn’t move much — 

sellers were absorbing all the buying. 

● Absorption (Buying into Weakness): On the other hand, if it occurs after 

a down-move, it might mean strong hands are accumulating. They’re 

buying everything that weak sellers are offloading, keeping price stable 

despite heavy trading. 



103 

#+,- Lesson: A weak candle with high volume is never “neutral.” It’s a sign of a 

battle between buyers and sellers. Professionals watch these closely, because they 

often mark turning points or the start of a trend change. 

4. Small Candle with Low Volume = Quiet Market (No Real Interest) 

 

Not every move in the market carries weight. Sometimes you’ll see a very small 

candle on the chart — barely moving up or down — and when you check below, 

the volume bar is also very small. This is the market’s way of saying, “No one is 

really interested right now.” 

Look at the chart above. Around 11:15–11:30, notice the tiny candles marked on 

the chart. Prices moved just a little, and the volume bar at the bottom is also very 

short. This is a classic example of low activity — few buyers, few sellers, and no 

urgency on either side. 

This kind of price action is called a quiet drift. It usually happens when traders are 

waiting for some news, or when the stock is just resting after a bigger move. 

Beginners often mistake these little up moves as a chance to buy, but without 

volume, these candles rarely lead to a trend. 

#+,- Lesson: Small candle + small volume means “ignore for now.” The market is 

taking a break, and there is no conviction behind the price. It’s safer to wait until 

you see bigger candles supported by bigger volume. 
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Table: Candlestick + Volume Confirmation Rules 

Candle 

Strength 

Volume 

Level 

Meaning Trader’s View 

Strong 

Candle 

Low 

Volume 

Suspicious / False breakout 

risk 

Avoid entry; may 

be a trap 

Strong 

Candle 

High 

Volume 

Convincing breakout / trend 

signal 

Green signal; 

consider trading 

Weak 

Candle 

High 

Volume 

Distribution / Absorption (big 

hands selling or absorbing) 

Caution; possible 

reversal or churn 

Weak 

Candle 

Low 

Volume 

Market quiet / drift Not important; 

wait for clarity 
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Key Takeaways – Chapter 4: Candlestick + Volume Analysis: 

● Candlesticks show the story of price; volume tells us if the story is real. 

● A strong candle without volume = suspect move; avoid entry. 

● A strong candle with high volume = convincing breakout backed by 

buyers. 

● A weak candle with high volume = distribution or absorption; big players 

may be offloading. 

● A weak candle with low volume = quiet market; move is not important. 

● Always check volume before trusting any candlestick pattern. 

● High volume adds conviction, low volume warns of false signals. 

● Price + Volume together = reliable signal; one without the other can 

mislead. 
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Uptrends, downtrends, sideways moves — the backbone of TA. 

In the last chapter, we saw how candlesticks combined with volume can reveal the 

truth behind market moves. But candlesticks and volume often tell us what is 

happening in the moment. Now, let’s zoom out. The bigger question every trader 

and investor must answer is: 

/ Where is the market heading? 

This brings us to the idea of trends. 

What is a Trend? 

Think of the market like a long journey on a road trip. If your car keeps climbing 

hill after hill, you know you’re on an upward route. If it keeps dipping valley after 

valley, you’re on a downward path. And if it’s moving through long stretches of 

flat land, you’re in a sideways drift. 

In market terms, a trend is simply the general direction of prices over time. 

● An uptrend is marked by a series of higher highs and higher lows. 

● A downtrend is marked by lower highs and lower lows. 

● A sideways market is when prices neither rise strongly nor fall steeply, 

but swing in a range. 

How Do We Identify a Trend? 

We don’t guess trends; we plot them. And the simplest way to do this is by marking 

swing highs and swing lows on a chart. 

● A swing high is like the market taking a peak — the point where prices 

rise, pause, and turn down. 

● A swing low is like the market taking a breath — the point where prices 

fall, pause, and turn back up. 
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When we connect these highs and lows, the trend reveals itself. 

 

Look at the chart we attached. Notice how the price first rises, forming a swing 

high, then pulls back to a swing low, and then climbs again to make a new higher 

swing high. This sequence signals an uptrend. 

Later in the chart, the story changes. The highs start dropping lower each time, and 

the lows also keep falling. That’s a classic downtrend. 

By simply plotting highs and lows, even a beginner can read the bigger picture. 

Instead of being lost in daily noise, you now see the “road” the market is traveling. 

#$%&' Key Lesson: 

Trends are the backbone of technical analysis. Candlesticks tell you the “words” of 

the market, volume adds the “tone,” but trends tell you the “storyline.” If you 

follow the trend, you’re moving with the crowd; if you fight it, you’re swimming 

against the current. 

5.1. The First Type of Trend: Uptrend 

Once you understand what a trend is — the broad direction of the market told by 

its highs and lows — the natural next step is to look at its different forms. Let’s 

begin with the most exciting one for traders and investors: the uptrend. 
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An uptrend is like watching a staircase where every step takes you higher than the 

last. In market terms, an uptrend is confirmed when prices consistently form higher 

swing highs (peaks are rising) and higher swing lows (valleys are also rising). 

Think of it as a rally where the market pauses occasionally, takes a breath, and then 

climbs again. Each time it stops to rest (the swing low), it doesn’t fall as far back 

as before. And when it resumes climbing (the swing high), it goes further than the 

last peak. This rhythm of climbing higher peaks and shallower valleys is what 

makes the uptrend powerful. 

 

Look at the chart we attached. Notice how the market first forms a swing low, 

then rises to make a new swing high. When it dips again, the new low is still 

above the previous low — that’s our first confirmation of strength. Then it rallies 

again and pushes past the earlier swing high, creating a higher high. 

This pattern repeats: higher highs and higher lows. Each leg upward attracts more 

buyers, and each pullback is seen as a fresh opportunity to enter. It’s like a crowd 

climbing a hill together — even when they stop for a water break, they’re always 

higher up the hill than before. 

! Key Lesson (Uptrend): 

An uptrend tells you the market is under steady demand. The bulls (buyers) are in 

control, and even when bears (sellers) try to pull prices down, they can’t drag them 

as low as before. That’s why seasoned traders say: “The trend is your friend until 

it bends.” Riding an uptrend means moving with the tide instead of fighting it. 
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5.2. The Second Type of Trend: Downtrend 

If an uptrend is like climbing up a staircase step by step, then a downtrend is the 

exact opposite — it’s like walking down the staircase. Each step you take is lower 

than the one before. 

In market terms, a downtrend is confirmed when the stock keeps making lower 

swing highs (peaks are falling) and lower swing lows (valleys are also falling). This 

pattern shows that sellers are in control. Every time buyers try to push the price up, 

they can’t take it as high as the previous swing. And when selling resumes, it drives 

prices even lower than before. 

Think of it as a cricket team losing wickets in quick succession. Even if they hit a 

boundary once in a while (small rallies), the scoreboard keeps sinking. The 

momentum is against them. 

 

Look at the chart we attached. Notice how the stock forms a swing high, then falls 

into a swing low. On the next bounce, the new swing high is lower than the previous 

swing high — a sign that buyers are weakening. After that, the price drops again, 

and the new swing low is lower than the previous swing low. 

This process keeps repeating: lower highs, followed by lower lows. That’s the very 

definition of a downtrend. 

On the chart, you can clearly see how each bounce (the temporary recovery) fails 

to reach the level of the previous bounce, and each decline digs deeper than the last. 

For a trader, this is a visual confirmation that the bears (sellers) are firmly in 

control. 
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! Key Lesson (Downtrend): 

A downtrend signals persistent supply pressure. Sellers dominate, and attempts by 

buyers to reverse the move fail again and again. For beginners, the simple rule is: 

don’t fight the trend. Avoid trying to “catch the falling knife” unless you are highly 

skilled. It’s safer to wait until the pattern of lower highs and lower lows is broken. 

3. The Third Type of Trend: Sideways / Rangebound 

If an uptrend is like climbing stairs and a downtrend is like walking down them, 

then a sideways market is like standing in a hallway, pacing back and forth without 

really going anywhere. 

In technical analysis, this is called a rangebound phase. The stock doesn’t make 

higher highs or lower lows. Instead, it keeps bouncing between two boundaries — 

a ceiling at the top (resistance) and a floor at the bottom (support). Traders often 

say the stock is “stuck in a box.” 

Why does this happen? Usually, it’s because buyers and sellers are evenly matched. 

Buyers don’t have enough strength to push the price above resistance, and sellers 

don’t have enough strength to break it below support. So the market goes into a 

tug-of-war, moving sideways. 

 

Look at the chart you attached. Notice how the swing highs keep hitting the same 

level at the top (marked resistance), and the swing lows keep bouncing off the same 

level at the bottom (marked support). The stock is moving within a fixed range, 

neither breaking out nor breaking down. 

For traders, this rangebound movement often feels frustrating — prices rise for a 

while, giving hope, then drop back again, taking away gains. But for others, 

especially short-term traders, this can be an opportunity: buy near the swing lows 

(support) and sell near the swing highs (resistance). 
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! Key Lesson (Sideways Market): 

A sideways market signals indecision. It’s like the market is catching its breath 

before making its next big move. Beginners should remember: ranges don’t last 

forever. When the stock finally breaks out of the box — either above resistance or 

below support — that’s when the next trend (uptrend or downtrend) usually begins. 

Bringing It All Together: Uptrend, Downtrend & Sideways 

Imagine the stock market as a journey through different terrains: 

1. Uptrend: Climbing the Hill 

 When the stock makes higher highs and higher lows, it’s like walking 

uphill. Each step takes you higher than the last. Buyers are in control, 

and optimism fuels the climb. Investors feel confident — every dip is 

seen as an opportunity to buy, because the trend keeps pushing higher. 

 

 #+,- In your chart examples, you saw how prices kept making higher 

swing highs and higher swing lows — a clear sign of strength. 

 

2. Downtrend: Walking Downhill 

 When the stock makes lower highs and lower lows, it’s like walking 

downhill. Every step takes you lower than before. Sellers dominate, and 

pessimism spreads. Each rally fizzles out sooner, creating new lower 

swing highs, while every decline carves out deeper lows. 

 

 #+,- In the downtrend chart, swing highs kept getting lower, showing 

buyers were too weak to reverse the fall. 

 

3. Sideways / Rangebound: Stuck in a Hallway 

 When the stock keeps bouncing between swing highs and swing lows 

within the same range, it’s like pacing in a corridor — no progress, just 

back and forth. Neither buyers nor sellers have the upper hand. This is a 

phase of balance, but also a buildup — because eventually, the price will 

break free in one direction. 

 

 #+,- Your sideways chart showed this perfectly: resistance at the top, 

support at the bottom, and prices zig-zagging inside the box. 
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Simple Comparison Table 

Trend 

Type 

Market Behavior Who’s in Control Example 

Movement 

Uptrend Higher Highs + Higher 

Lows 

Buyers Stairs going up 

Downtrend Lower Highs + Lower 

Lows 

Sellers Stairs going 

down 

Sideways Highs & Lows in 

Range 

Balanced / 

Indecisive 

Pacing in a 

hallway 

5.3. To understand how these trends form part of a bigger story, 

let’s look at the different market phases. 

 

#$%&' Image: Market Phases Explained 

This chart shows how the stock market moves in cycles. 

● In the Accumulation (Demand Zone), smart investors quietly buy when 

prices are low. 
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● This pushes the stock into an Uptrend until it reaches the Distribution 

(Supply Zone), where big players start selling. 

● Prices then fall into a Downtrend, but later the cycle repeats with Re-

accumulation before the next big rally. 

5.4. Market Phases – The Story Behind Trends 

Think of the stock market like a never-ending drama with different stages. Just 

like in a movie, every stock also goes through phases that together form the big 

story of its trend. 

1. Accumulation Phase – The Quiet Beginning 

After a big market fall, most traders panic and exit, but this is exactly when smart 

investors quietly start buying. This phase is called Accumulation. Prices usually 

move sideways in a range, showing no clear trend, because demand is slowly 

building up without attracting too much attention. 

 

/ In the chart above, you can see Reliance Industries during the COVID-19 crash 

of 2020. After the sharp fall, Reliance stopped going down further and began 

trading in a sideways box (marked as “Accumulation Phase”). During this period, 

many big players and long-term investors were collecting shares at lower levels 

while the general public was still fearful of buying. 

Soon after this quiet accumulation, demand became stronger, and Reliance started 

its next big rally – doubling in value within months. 
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2. Uptrend Phase – The Rising Action 

After the quiet accumulation, demand finally becomes stronger than supply. This 

is when the stock breaks out of its range and begins an Uptrend. In this phase, prices 

make higher highs and higher lows, attracting more attention from the market. 

 

/ In the chart above of Zomato, you can see how, after the IPO crash, the stock 

spent months in the Accumulation Phase. Once big investors finished 

accumulating, demand picked up and the stock broke out strongly. This breakout 

triggered an Uptrend, where Zomato rose more than 100% in just a few months. 

During this stage, retail investors also start noticing the rally and jump in, further 

fueling the rise. 

3. Distribution Phase – The Silent Selling 

After a strong uptrend, stocks don’t rise forever. At some point, smart money (big 

investors) begins to quietly sell (distribute) their holdings to latecomers who are 

still excited about the rally. This creates a sideways or rangebound market, where 

prices struggle to go higher. 
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/ In the chart above of Paytm, after the initial listing pop, the stock entered a 

Distribution Phase. Notice how it moved sideways in a box for some time — this 

was the period when large investors were silently exiting their positions. Once the 

selling pressure became stronger than buying, the stock broke down and started a 

sharp downtrend. 

This phase is dangerous for retail investors because they often get trapped, buying 

at the top when big players are selling. 

4. Downtrend Phase – The Fall 

Once the Distribution Phase is complete, the balance shifts — supply (selling) 

becomes stronger than demand (buying). This causes prices to start making lower 

highs and lower lows, which is the classic definition of a downtrend. 

 

/ In the chart above of Yes Bank, after the 2018 distribution zone, the stock 

entered a massive downtrend. Notice how it kept breaking support levels one after 

another, moving from ₹400+ levels to below ₹20. 
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This phase is where retail investors often get trapped. Many think the stock is 

“cheap” after falling 20–30%, but in reality, it keeps sliding further because big 

players have already exited. 

#012!Lesson:!Never!try!to!�catch!a!falling!knife.�!Wait!for!signs!of!

reversal!before!entering. 

5. Re-Accumulation Phase – The Second Chance 

After a strong rally, stocks often take a pause. Instead of continuing straight up, 

they move sideways in a range. This period is known as Re-Accumulation. It acts 

like a “mini-accumulation,” where big players load up again before pushing the 

stock to higher levels. 

 

#+,- In the chart above of Tata Motors, after a sharp up-move, the stock entered a 

falling channel consolidation zone. This was not a reversal, but rather a healthy 

pause for the next rally. Once it broke out of this range, the uptrend resumed 

strongly, taking the stock to new highs. 

#$%&' Key point: Retail traders often mistake this sideways correction for weakness. 

In reality, it’s just the market catching its breath before the next leg higher. 

3! Lesson:! In! strong! long-term! uptrends,! re-accumulation zones are 

golden opportunities to add positions. 
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4 Key Takeaways – Chapter 5: Trends & Market Phases 

1. Trend is the backbone of technical analysis – prices move in identifiable 

patterns: uptrend, downtrend, or sideways. 

2. Uptrend!=!Higher!Highs!&!Higher!Lows!"!demand!is!stronger!than!

supply. 

3. Downtrend!=!Lower!Highs!&!Lower!Lows!"!supply!is!stronger!than!

demand. 

4. Sideways/Rangebound!=!Swing!Highs!&!Lows!stay!in!a!fixed!range!

"!market!is!waiting!for!a!breakout. 

5. Market Phases follow a cycle: 

○ Accumulation!"!Smart!money!buys!quietly. 

○ Uptrend!"!Prices!rise!with!demand. 

○ Distribution!"!Big!players!sell!to!latecomers. 

○ Downtrend!"!Prices!fall!as!supply!dominates. 

○ Re-Accumulation!"!Pause!before!another!rally. 

6. Volume is the fuel behind trends – strong moves backed by high volume 

are reliable; low-volume moves are weak and risky. 

7. Every trader must identify the current trend/phase before entering a trade. 

Going against the trend is like swimming against the tide. 

8. Trends and phases repeat in cycles – history may not repeat exactly, but 

it often rhymes. Recognizing these patterns helps traders time their 

entries and exits better. 



118 

The critical price levels where markets turn or break out. 

In the previous chapter, we explored trends and market phases—the way prices 

move in waves of uptrend, downtrend, and sideways consolidations. But if you 

observed carefully, one question might have come to mind: 

/ Why do prices often stop falling at a certain level, or repeatedly fail to rise 

beyond another? 

This is where the concept of Support and Resistance comes in. They are like 

invisible walls in the market—levels where price tends to pause, reverse, or gather 

strength for a breakout. 

6.1. What is Support? 

Support is the price level below the current market price where demand (buying 

interest) tends to be stronger than supply (selling pressure). When prices approach 

this level, buyers step in, creating a “floor” that prevents further decline. 

● Imagine a ball bouncing on the ground: the floor is its support. 

● In market terms, when stock prices fall and reach this floor, they often 

bounce back upward because buyers see value at those levels. 

6.2. What is Resistance? 

Resistance is the price level above the current market price where supply (selling 

pressure) is greater than demand. When prices climb toward this level, sellers take 

control, creating a “ceiling” that blocks further rise. 
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● Think of the ceiling in a room: no matter how high you jump, it stops 

you. 

● In markets, prices often retreat after touching resistance because 

investors are eager to book profits or cut exposure. 

 

Figure 6.1. Look at the chart of State Bank of India (SBI). 

● The shaded Area of Support (around ₹826–₹827) acts like the market’s 

floor. Notice how every time prices dipped into this zone, buyers stepped 

in and prices bounced back upward. This shows demand exceeded 

supply. 

● The shaded Area of Resistance (around ₹832–₹833) is the market’s 

ceiling. Each time prices climbed into this zone, sellers dominated, 

forcing the stock downward. 

This simple tug-of-war between buyers and sellers explains why support and 

resistance zones are critical: they are battlefields where supply and demand decide 

the next direction. 

Storytelling Example 

Think of a cricket match: 

● When the bowler delivers a tough bouncer, the batsman crouches to 

avoid getting hit. That protective crouch is like support—a defense 

mechanism that stops further damage. 

● On the other hand, when the batsman tries to hit a six, the stadium’s high 

roof becomes the resistance—a limit beyond which the ball cannot go. 
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In the market, traders and investors behave in the same way. Buyers defend support 

zones as if protecting their team, while sellers defend resistance zones like a ceiling 

they won’t let prices cross. 

#$%&' Key Insight: 

 Support and resistance are not exact price points but zones or areas. Prices may 

overshoot slightly before reversing, just as a ball may press into the floor before 

bouncing back. 

6.3. How to Spot Swing Highs & Lows in Real Charts  

We just learned that swing highs and lows form the foundation of support and 

resistance. But how do you actually spot them on a live chart? Let’s break it down 

step by step, like a trader opening a chart for the first time. 

Step 1: Zoom Out First 

Before you draw any support or resistance line, the first rule is simple: zoom out. 

Looking at a chart too closely is like standing nose-to-canvas in front of a giant 

painting—you see brushstrokes but miss the masterpiece. The market also hides its 

bigger story if you focus only on the smallest candles. 

In the attached SBI weekly chart covering 6 years, the power of zooming out 

becomes clear. Instead of hundreds of small ups and downs, you can now see the 

major turning points—the real peaks (resistances) where the stock struggled to go 

higher, and the real valleys (supports) where it bounced back. 

/ Timeframe selection is the key: 

● If you are an intraday trader, zooming out to a 5-minute or 15-minute 

chart is usually enough to catch the day’s major swings. 

● If you are into swing trading, where trades last from a few days to weeks, 

you should zoom out to a daily or weekly chart to catch medium-term 

levels. 

● If you are a long-term investor, only a monthly chart gives you the full 

landscape of where the company has been and where it could go. 
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Figure 6.2. This chart shows how zooming out reveals the major support and 

resistance zones clearly. Notice how the big swings stand out when viewed in a higher 

timeframe. 

/ Storytelling Example:  One of my students was so focused on a 1-minute 

intraday chart that he marked 20 different support lines within 15 minutes. He was 

lost in noise. When I asked him to zoom out to a daily chart, only 3 levels really 

mattered—and those were the levels where the stock had reversed multiple times 

over the past year. He realized that clarity comes not from drawing more lines, but 

from stepping back. 

! Catchy Lesson: “The bigger the lens, the clearer the story.” Zooming out 

transforms confusion into structure, and structure into confidence. 

Step 2: Look for Turning Points 

The market never moves in a straight line—it moves like waves rising and falling. 

These turning points are where the story of support and resistance begins. Traders 

call them swings. 

● A swing high is like the crest of a wave. The market climbs, slows down, 

and then turns downward. Sellers overpower buyers, creating a 

temporary ceiling. 

● A swing low is like the trough of a wave. The market falls, finds buyers 

waiting, and then turns upward. Buyers overpower sellers, creating a 

temporary floor. 
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#+,- Formula-style clarity: 

● Swing High = middle candle has the highest high compared to at least 2 

candles before and after it. 

● Swing Low = middle candle has the lowest low compared to at least 2 

candles before and after it. 

 

In the SBI weekly chart (Figure 15.3), you can clearly see these turning points 

marked with circles: 

● The upper circles highlight swing highs. Notice how each time SBI price 

reached these peaks, it stalled and reversed downward—just like a wave 

crashing after reaching its crest. These became potential resistance zones. 

● The lower circles highlight swing lows. At these points, the stock 

stopped falling and bounced back upward, showing demand re-entering 

the market. These became potential support zones. 

By simply spotting these crests and troughs, you already have the building blocks 

of support and resistance. 

Storytelling Example 

Think of a cricket stadium: 

● When!the!batsman!hits!a!six,!the!crowd!roars!louder!and!louder!(price!

rising).!But!after!the!ball!clears!the!rope,!the!cheer!fades,!and!silence!

follows!(swing!high!"!resistance). 
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● On!the!other!hand,!when!the!bowler!almost!takes!a!wicket,!the!

crowd!gasps!in!fear!(price!falling).!Then!the!batsman!defends!and!

steadies!(swing!low!"!support).!The!cycle!of!cheers!and!gasps!

continues�just!like!market!swings. 

#$%&' Catchy Lesson: “Every market high whispers resistance, every market low 

whispers support. Together, they form the rhythm of price.” 

Step 3: Confirm with Reactions 

Once you’ve identified swing highs and swing lows, the next question is: Which 

ones really matter? Not every tiny turn in price is worth marking. What separates 

a true support or resistance from a random fluctuation is how price reacts after 

touching that level. 

● If a swing low is followed by a strong rally upward, that level becomes a 

meaningful support. It shows that buyers were waiting there and 

aggressively stepped in. 

● If a swing high is followed by a sharp decline, that level becomes a 

meaningful resistance. It shows sellers came in force, stopping further 

rise. 

 

In the SBI weekly chart (Figure 6.4): 

● Look at the circled swing lows around ₹250–₹260. Each time price 

dipped into this zone, it didn’t just pause—it bounced back with a strong 
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upward rally. This repeated reaction tells us that real demand exists here. 

This is a valid support zone. 

● Similarly, the circled swing highs near ₹360–₹370 show sharp reversals. 

Price didn’t just hesitate there—it got rejected strongly and fell 

downward. That strong reaction makes this a valid resistance zone. 

If you only mark levels without checking reactions, you may end up with 20 

meaningless lines. But when you focus on levels where the market actually 

respected and reversed, you get the true map of supply and demand. 

Storytelling Example 

Imagine a busy marketplace: 

● At one food stall, people just glance at the menu but walk away (a weak 

level with no reaction). 

● At another stall, a long queue forms, and customers keep coming back (a 

strong level with visible reaction). 

The market is the same. Levels where price reacts strongly are like the popular 

stalls—crowds keep returning there. Those are the zones worth marking as support 

and resistance. 

#$%&' Catchy Lesson: “A line on the chart means nothing until price salutes it. 

Respect comes only through reaction.” 

Step 4: Mark with Horizontal Lines/Zones 

Once you have identified the swing highs and lows, the next step is to mark them. 

But here’s the key: don’t treat support and resistance as exact price points—treat 

them as zones. 

When price approaches a level, it may overshoot slightly or reverse a little earlier. 

This doesn’t mean your analysis is wrong. It just means that support and resistance 

are not razor-thin lines but broad battle zones where buyers and sellers fight for 

control. 
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In the SBI weekly chart (Figure 6.5): 

● The shaded upper zone around ₹340–₹360 represents resistance. Price 

touched this area multiple times and struggled to cross higher. Notice 

that it didn’t reverse at the exact same rupee—it reversed somewhere 

within the zone. That’s why we mark it as an area. 

● The shaded lower zone around ₹240–₹250 represents support. Each time 

SBI dipped into this zone, buyers stepped in strongly, causing rallies. 

Again, price did not bounce from the exact same figure, but always 

somewhere inside this band. 

Between these two zones, the stock spent a long time moving sideways. This 

becomes a no-trading zone for many traders because the price is simply oscillating 

within a range, with no clear direction. Entering trades in this zone often leads to 

frustration, as profits vanish quickly when the stock turns back. 

Storytelling Example 

Think of a car parking lot. Cars don’t stop at the exact same spot every time—they 

park somewhere within the painted box. That box is the zone. Similarly, markets 

don’t respect exact numbers like ₹250 or ₹360 every time—they respect zones 

around those levels. 

Now imagine driving inside that parking lot, circling endlessly without an exit—

that’s your no-trading zone. Until the car finds an opening (a breakout beyond 

support or resistance), it just keeps circling. Traders face the same risk when they 

trade in ranges: price keeps bouncing between zones without a clear breakout. 
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! Catchy Lesson: “Support and resistance are not pinpoints—they are 

playgrounds where buyers and sellers battle. Stay out of the playground until one 

side wins.” 

Step 5: Count the Touches 

Support and resistance are like walls in the market. The more times price hits them 

and bounces back, the stronger those walls become. A level tested only once is like 

a freshly built fence—it may or may not hold. But a level tested 3–4 times becomes 

a fortress that traders across the market recognize and respect 

 

In the SBI weekly chart (Figure 6.6), notice how beautifully the concept plays 

out: 

● The lower support zone around ₹240–₹250 has been tested multiple times. 

Each time price dipped into this region, buyers stepped in, and the stock 

bounced back. With every successful defense, this zone became stronger. 

● The upper resistance zone around ₹360–₹370 shows repeated rejections. 

Price touched this ceiling several times, but each attempt to break higher 

failed, followed by sharp declines. This repeated action built a strong wall 

of supply. 

This chart fits perfectly with our concept. It clearly shows that the more touches, 

the more reliable the level becomes. 

Storytelling Example 

Think of a cricket batsman facing a fast bowler: 
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● The first time the bowler tries a bouncer, the batsman just about manages 

to duck. You’re not sure if he can handle it. 

● But if the batsman successfully ducks the same bouncer again and again, 

you gain confidence—he has mastered that defense. 

The same is true in markets. A support that holds again and again proves its 

strength. A resistance that repeatedly rejects price shows sellers are firmly in 

control. 

! Catchy Lesson: “One touch is luck, two touches are coincidence, but three or 

more touches create conviction.” 

Step 6: Combine with Volume (Advanced) 

Support and resistance levels become much stronger when they are backed by 

volume. Price alone tells us what happened, but volume tells us who was behind it. 

A level tested with heavy institutional participation is far more reliable than a level 

tested with weak retail activity. 

● When a swing low forms with high volume, it shows that big buyers 

stepped in. This makes the support more trustworthy. 

● When a swing high is rejected with high volume, it shows aggressive 

selling pressure. That resistance now becomes a strong wall. 

Low volume levels are like weak fences—they may stop price temporarily but often 

break down under pressure. High volume levels are like reinforced dams—they can 

hold back massive flows of demand or supply. 

 

Look at the SBI weekly chart with volume (Figure 6.7): 
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● Notice the support zone around ₹240–₹250. Each time price dipped into 

this area, the volume bars spiked, showing strong buying activity. This 

tells us institutions were defending this level, not just small traders. That’s 

why the price bounced so strongly from this support multiple times. 

● Similarly, around the resistance zone ₹360–₹370, when SBI hit the ceiling 

and reversed downward, volume was also high. This shows heavy selling 

pressure—institutions unloading positions, making it tough for the stock 

to break out. 

Between these two zones, when the stock moved sideways in the no-trading zone, 

volume often remained lower. This silence in volume confirms that the sideways 

movement was just a waiting game—neither buyers nor sellers were fully 

committed. 

Storytelling Example 

Think of a river: 

● A small mud wall may stop water for a while, but one strong current will 

wash it away (low-volume support). 

● A concrete dam, however, holds back massive pressure because it’s built 

with strength (high-volume support). 

The same is true in markets. A support or resistance with weak volume may 

collapse anytime. But when strong volume backs it, the level becomes a fortress 

that even sharp moves struggle to break. 

! Catchy Lesson: “Price shows you the fight, but volume reveals the fighter.” 

6.4. Entry & Exit Using Support & Resistance 

Now that you can mark swing highs and lows, the real question is: how do you 

trade them? This is where support and resistance transform from lines on a chart 

into practical trading tools. 

1.Entry at Support 

Most traders look to buy near a swing low or support zone. 

● Why? Because risk is limited—you place your stop-loss just below 

support. 

● Meanwhile, potential reward is large if price bounces back upward. 
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/ Example: If SBI is trading at ₹820 near a strong support, and the next resistance 

is ₹840, then you can enter at ₹820 with a target of ₹840. 

2. Entry at Resistance (Short Sell) 

Advanced traders may short near a swing high or resistance zone. 

● Risk is capped because your stop-loss is just above resistance. 

● If price fails to break higher and falls, you capture the downside move. 

#+,- Example: If SBI is at ₹840 resistance, you can short there with a stop at ₹845 

and target the next support at ₹820. 

3. Target 

The first logical target is usually the next major swing point—either the next 

resistance (in case of a buy) or the next support (in case of a short). 

/ This makes trading systematic. You are not chasing random profits, but 

booking gains at levels where the opposite force (buyers or sellers) is likely to 

appear. 

4. Stop-Loss 

Always protect yourself with a stop-loss slightly beyond the level. 

● For!long!trades!"!stop!goes!just!below!support. 

● For!short!trades!"!stop!goes!just!above!resistance. 

This ensures you don’t get trapped by small false moves or intraday spikes. 

Storytelling Analogy 

Trading without support and resistance is like driving without Google Maps. You 

may still move forward, but you’ll likely get lost, take wrong turns, or waste fuel. 

Support and resistance act as your map—they tell you where to start, where to stop, 

and where danger lies. 

#$%&' Catchy Lesson: “Support and resistance don’t just mark levels—they give 

you the roadmap for entries, exits, and safety.” 
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" Final Key Takeaways – Chapter 6 

1. Support is the floor where buyers step in and push prices up. 

2. Resistance is the ceiling where sellers step in and push prices down. 

3. Support & resistance are formed from swing highs and swing lows. 

4. Zooming out to higher timeframes gives clearer and stronger levels. 

5. A level is valid only if price reacts strongly from it (bounce or reversal). 

6. Treat them as zones, not exact price points. 

7. Levels tested multiple times become stronger and more reliable. 

8. Volume confirms strength — high volume at levels shows strong 

institutional activity. 

9. Trading!inside!support�resistance!ranges!is!risky!"!often!a!no-trading!

zone. 

10. Entry near support with stop just below it gives limited risk and higher 

reward. 

11. Short near resistance with stop just above it is used by advanced traders. 

12. Targets are set at the next swing point (next support or resistance). 

13. Always place a stop-loss beyond the level to avoid false breakouts. 

14. Support & resistance act like your Google Maps in trading — showing 

where to enter, exit, and protect your capital. 
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Mapping the Market’s Path with Dynamic Support & Resistance 

In the last chapter, we explored Support and Resistance — the invisible floor 

where prices tend to stop falling and the ceiling where prices often struggle to move 

higher. Think of them as the building blocks of market psychology: the points 

where buyers and sellers consistently test their strength. 

Now, what if we could connect these points together and see not just a single wall 

or floor, but the entire pathway the market is traveling on? That’s where Trendlines 

and Channels come in. They are nothing but the natural extension of support and 

resistance, drawn in a continuous flow, helping traders map the direction of the 

market with clarity. 

7.1. What is a Trendline? 

A trendline is a straight line that connects two or more important points on the 

price chart — typically highs in a downtrend or lows in an uptrend. It acts like a 

guide, showing whether the market is moving upward, downward, or simply 

sideways. 

● When the market forms higher highs and higher lows, connecting the 

lows gives us an uptrend line. 

● When the market forms lower highs and lower lows, connecting the 

highs gives us a downtrend line. 

● When both highs and lows remain almost flat, connecting them gives us 

a sideways range. 

In simple words: trendlines show us the slope of the market’s journey. 
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Linking to Real-Life Example 

Imagine a hiker climbing a mountain trail. The path they walk on is like a 

trendline. If the slope is upward, they are clearly climbing higher. If it’s downward, 

they are descending. And if the path is flat, they are walking on level ground. 

Similarly, the stock market leaves footprints in the form of price highs and lows, 

and when we connect them, the trendline reveals whether the “trail” is uphill, 

downhill, or flat. 

 

Figure: Trendlines help us visualize market direction — whether climbing upward, 

sliding downward, or moving sideways. 

7.2. Identify the Stock Where Prices Respect the Trendline 

Before drawing any trendline, the first step is to select a stock that consistently 

respects its natural support or resistance path. A valid trendline works only when 

prices touch the line multiple times and bounce back, showing that traders and 

investors recognize that level. 
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In the chart above, you can clearly see how Hindustan Unilever (HUL) forms a 

series of higher lows. Each time the stock dipped, it bounced from nearly the same 

path, respecting the trendline. This repeated behavior makes it an ideal candidate 

for drawing a strong uptrend line. 

If the stock price kept cutting through without bouncing, the line would lose 

meaning. Beginners should always start with quality, liquid stocks that follow clean 

patterns, as these give the most reliable trendlines. 

7.3. How to Correctly Connect Highs/Lows 

When drawing a trendline, most beginners rush and place a line wherever it “looks 

good.” But a valid trendline must follow some rules. 

The first rule is that a trendline needs at least two touches — either connecting two 

lows in an uptrend or two highs in a downtrend. These two points help you set the 

basic path of the market. But just two touches are not enough to trust the line 

completely. 

The second rule is confirmation. A trendline becomes reliable only after the third 

touch, when the price comes back, touches the line again, and bounces off it. This 

bounce proves that the market recognizes that line as support or resistance. Once 

confirmed, the trendline acts like a guide, helping traders identify possible entry 

and exit zones. 

Think of it like drawing a cricket pitch boundary. If the ball touches the rope once, 

you may not be sure whether the line was correct. But if the ball touches the same 

rope two or three times in different overs, you know the line is marked correctly. 

Similarly, repeated touches confirm the accuracy of your trendline. 

 

Figure: Hindustan Unilever (HUL) – Valid uptrend line with multiple touches 
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In the chart above, Hindustan Unilever (HUL) shows a clear uptrend line. Notice 

how the green line has been drawn by connecting the lows. At first, the line starts 

with two points, but later you see multiple circled areas where the price touched 

this line and bounced back strongly. 

Each of these bounces acts as confirmation that the trendline is valid. Beginners 

often make the mistake of drawing lines through random candles or forcing a line 

to fit the price. But a correct trendline must always connect significant swing highs 

or lows and then prove itself with repeated touches. 

7.4. Uses of Trendlines 

Once you learn how to correctly draw a trendline, the next question is: why is it 

useful? Trendlines are more than just lines on a chart; they act like a road map for 

traders and investors. 

The first use of a trendline is that it can signal when a trend is changing. As long 

as the price keeps bouncing on the line, the trend is intact. But if the price suddenly 

breaks the line and fails to recover, it’s like a warning bell — the journey might be 

taking a new turn. 

The second use is that trendlines often act as support or resistance boundaries. In 

an uptrend, the line under the market becomes a support — traders wait near this 

zone to buy. In a downtrend, the line above the market becomes resistance — 

traders use that area to sell. This gives you a very practical tool for identifying entry 

and exit levels. 

The third use is that breaking of a trendline is often an early warning of reversal. 

For many professionals, this is one of the most powerful signals. Imagine driving 

on a highway with a clear lane divider. As long as the vehicle stays within its lane, 

the journey is smooth. But if it suddenly crosses the line, you immediately sense 

danger. Similarly, when price breaks the trendline, smart traders prepare for a 

possible trend change before the majority notices. 
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Figure: Hindustan Unilever (HUL) – Trendline acting as support 

In the chart above, notice how Hindustan Unilever (HUL) consistently bounced on 

the green trendline (circled points). Each time the stock touched the line, buyers 

stepped in, respecting it as a support zone. This shows the second use — acting as 

a buying area. 

Now imagine what happens if in the future, the price breaks below this green line 

with heavy volume. That break would act as an early warning that the uptrend is 

weakening, and a possible reversal could be on the way. For a beginner, seeing this 

on a live chart helps build confidence in recognizing when to stay invested and 

when to prepare for change. 

3!SEBI Caution: A broken trendline is only a signal, not a guarantee. Always 

confirm with volume or other indicators before acting. 

7.5. Breaking of a Trendline 

A trendline works like a guiding path for the stock’s movement, but no path is 

permanent. As long as prices keep bouncing from the line, the trend remains strong. 

In fact, the more times a stock touches and respects the line, the more powerful that 

trendline becomes. Each touch is like a vote of confidence from the market that this 

level is important. 

But what happens when the trendline finally breaks? That is when the story 

changes. Once an uptrend line (support line) is broken decisively, it often flips 

its role and becomes resistance. In simple terms, the level that once acted as a 
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“floor” for prices now becomes a “ceiling.” Similarly, in a downtrend, once a 

resistance line is broken, it can act as a new support. 

This concept is crucial because a broken trendline is often the first warning signal 

that the current trend is losing strength and a reversal might be starting. 

Experienced traders don’t wait for long confirmations — they start preparing when 

the trendline cracks. 

 

In this chart of Hindustan Unilever (HUL), notice how the stock consistently 

bounced from the green uptrend line multiple times (circled points). Each bounce 

made the trendline stronger. But eventually, the price broke below the line. After 

this break, the same line that earlier acted as support turned into a resistance. You 

can see how the stock struggled to climb above that level once it was broken. 

For a beginner, this is a classic example of why blindly assuming a trend will last 

forever can be risky. A broken trendline is often the market’s way of telling you: 

“Something has changed.” 

Note: Sometimes prices break the line briefly and then recover — this is called a 

false break. That’s why professional traders look for additional confirmations such 

as closing price below the line or higher-than-usual volume before concluding 

that the trend has really changed. 

3!SEBI Caution: Beginners should not act on the very first sign of a break. False 

breakouts are common. Always wait for a candle close beyond the line and check 

if volume supports the move. 

7.6. Common Mistakes Beginners Make with Trendlines 

Learning to draw trendlines is simple, but using them correctly takes discipline. 

Many beginners rush to draw lines on every chart they see, and in that excitement 
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they often make mistakes. These errors not only reduce the accuracy of trendlines 

but can also lead to wrong trading decisions. Let’s walk through the most common 

mistakes, with simple stories you can relate to. 

1. Forcing a Trendline Where None Exists 

Ramesh, a new trader, opened the chart of ABC Ltd. He wanted to “see a trend,” 

so he connected two random highs and proudly called it a downtrend line. The 

problem? The stock didn’t actually respect that line again — it was just a 

coincidence. 

! Lesson: A valid trendline needs at least 2 touches to start and a 3rd touch for 

confirmation. If the price does not respect the line, it’s not a trendline — it’s just a 

random sketch. 

2. Drawing Through Candles Instead of Wicks 

Sita, another beginner, drew her lines cutting straight through the candle bodies 

because it “looked neater.” But in reality, price always respects the extreme points 

(wicks/shadows), not the middle of the candle. By ignoring wicks, she missed the 

actual support where buyers had stepped in. 

! Lesson: Always connect the swing highs and swing lows (wicks), not the 

candle bodies. 

3. Redrawing Too Often 

Anil checked his chart every hour. Each time the price moved slightly, he erased 

his old trendline and drew a new one. Soon his chart was full of messy lines, and 

he lost confidence. 

! Lesson: Don’t redraw trendlines too often. A valid trendline should hold for 

days, weeks, or even months. Frequent redrawing means you’re chasing price, not 

analyzing it. 

4. Ignoring Bigger Picture (Time Frames) 

Priya saw a downtrend line on a 15-minute chart and quickly assumed the stock 

was bearish. But when she checked the daily chart, the stock was in a strong uptrend 

for months. Her intraday line gave her the wrong impression because she ignored 

the larger trend. 
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! Lesson: Always check higher time frames (daily, weekly) before trusting a 

short-term trendline. The bigger trend is usually more powerful. 

5. Not Waiting for Confirmation 

Vikas panicked when the price of XYZ Ltd. dipped slightly below his uptrend line, 

so he sold all his shares. But the stock bounced back above the line within an hour 

and continued rising. He sold too early because he didn’t wait for confirmation. 

! Lesson: A break is valid only if the price closes beyond the trendline with good 

volume. A small intraday dip is not a real break. 

" Beginner’s Golden Rule: Treat trendlines like the boundaries in cricket. The 

ball (price) must clearly cross the boundary (line) for it to count. Just touching the 

grass near the rope doesn’t make it a six! 

7.7. Channels – Extending the Power of Trendlines 

In the previous section, we learned that a single trendline acts like a guiding rail for 

price movement. But markets often behave like trains running on two tracks instead 

of one. Prices don’t just respect a single support line; they often move between two 

parallel lines — one acting as support and the other as resistance. Together, these 

form what traders call a channel. 

A channel is created in two steps: 

1. First, draw the basic trendline by connecting swing lows in an uptrend 

(points 1, 3, 5 in the image) or swing highs in a downtrend. 

2. Next, draw a parallel line from the first opposite point — for example, 

from the first peak (point 2). If subsequent rallies (points 4, 6) touch and 

respect this upper line, a valid channel exists. 
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The image we attached shows a classic upward channel: 

● Points!1�3�5!"!These!are!the!swing!lows,!connected!to!form!the!basic!

trendline!(the!lower!boundary,!or!�floor�). 

● Point!2!"!The!first!swing!high,!used!to!project!a!parallel!line!across!the!

chart. 

● Points!4�6!"!These! later! rallies! rise! to! touch!and!back!off! from! the!

parallel!line,!confirming!it!as!the!upper!boundary!(the!�roof�). 

Together, these two lines (floor and roof) form a price channel where the stock 

trends upward in a zigzag pattern. Traders can now use this channel as a guide: buy 

near the lower line, sell or book profits near the upper line, until the channel 

eventually breaks. 

Think of this as drawing the “roof” and the “floor” of a building. The price moves 

up until it hits the roof, then bounces down toward the floor, repeating this rhythm 

until the market breaks out. 

! Why this matters: Once a channel is spotted, it becomes a reliable trading map 

— buy opportunities appear near the lower line (support), while profit-booking or 

selling opportunities appear near the upper line (resistance). 



140 

7.8. How to Trade a Channel 

Once you identify a valid channel, it doesn’t just tell you the path of the market — 

it also gives you practical trading opportunities. Think of the channel as both a map 

and a strategy tool: 

1. The Basic Trendline (Support) – This lower line acts like a buying zone. 

Traders often look to initiate fresh positions when prices come close to this 

support boundary, expecting the trend to continue upward from there. 

2. The Channel Line (Resistance) – This upper line serves as a profit-taking 

area. When prices approach the upper boundary, traders often book short-

term profits or even consider short trades (in case of a downward channel). 

3. Breakouts Beyond the Channel – Markets don’t stay inside a channel 

forever. When price finally breaks out of an existing channel — either 

above resistance or below support — it often travels a distance equal to 

the width of the channel. This makes channels a powerful tool not just for 

trend-following trades, but also for spotting early breakout opportunities. 

 

The chart we attached (Reliance Industries) shows a descending channel: 

● Notice how prices bounce repeatedly between the upper line (resistance) 

and the lower line (support). 

● Traders who bought near the bottom line could ride small rallies upward, 

and those who booked profits near the top line captured short-term gains. 

● Finally, the sharp red breakdown candle shows what happens when the 

lower boundary is decisively broken — price plunges rapidly, almost equal 

to the width of the channel. 
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This illustrates exactly why channels are more than just visual patterns — they 

can serve as buy/sell guides during the trend, and also as warning systems for 

when a major breakout or breakdown is underway. 

#012!SEBI Caution: Channels often break suddenly. Always keep stop-losses, as 

false breakouts can trap traders. 

7.9. Types of Channels 

Once you understand how a basic channel is formed, the next step is to recognize 

its types. Channels can appear in three main forms — Ascending, Descending, and 

Sideways. Each type gives traders a different market outlook and helps in 

identifying trading opportunities. 

1. Ascending Channel 

An ascending channel forms when both the trendline (support) and the parallel 

channel line (resistance) are sloping upwards. This indicates a steady uptrend where 

prices are making higher highs and higher lows. Traders often look to buy near the 

lower trendline and book profits near the upper channel line. 

 

In the chart above, TCS is moving within two upward-sloping parallel lines. Each 

time price touched the lower line, it found support and bounced back. Similarly, 

the upper channel acted as resistance, where prices pulled back after reaching it. 

2. Descending Channel 

A descending channel forms when both the trendline (support) and the parallel 

channel line (resistance) are sloping downwards. This reflects a downtrend where 

prices continue to make lower highs and lower lows. Traders use the upper line as 

a selling zone and the lower line as a profit-booking zone for short positions. 
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In the Reliance chart, prices are locked inside two downward-sloping parallel lines. 

Every attempt to rise was capped at the upper channel, while the lower line acted 

as temporary support. This shows a clear bearish bias. 

3. Sideways Channel 

A sideways channel (also called a horizontal channel) occurs when prices move 

between two horizontal lines without a clear upward or downward trend. It reflects 

consolidation, where buyers and sellers are evenly matched. Traders often buy near 

the bottom line and sell near the top until a breakout occurs. 

 

The Infosys chart shows prices moving between two flat parallel lines. Neither 

buyers nor sellers were strong enough to push prices beyond this range, resulting 

in sideways consolidation. A breakout from such zones often leads to strong 

directional moves. 
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Key Takeaways – Chapter 7: Trendlines & Channels 

● Trendlines are drawn by connecting highs or lows to map the market’s 

path. 

● Two touches confirm, and the third touch validates a trendline. 

● The more times price respects a trendline, the stronger it becomes. 

● Breaking a trendline often signals an early reversal. 

● Channels form when price moves between two parallel trendlines. 

● The lower line = support, the upper line = resistance. 

● A breakout from a channel usually travels equal to the channel’s width. 

● Trendlines and channels give clear buy/sell zones for traders. 

● Avoid mistakes like forcing lines, ignoring confirmation, or chasing 

false breaks. 

● Together, trendlines & channels act as dynamic support and resistance 

tools. 
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Applying charts to ETFs, and timing rules for mutual funds 

What You’ll Learn 

In this chapter, we move a step ahead and apply technical analysis (TA) to pooled 

investment vehicles—Exchange-Traded Funds (ETFs) and mutual funds. By now, 

you understand how mutual funds work (from Chapter 9) and how to identify 

support and resistance levels (from Chapter 15). Here, we focus on how charts and 

timing strategies can be used effectively with ETFs, and how mutual fund investors 

can use TA for better lump-sum entry decisions without disturbing their SIP 

discipline. We will highlight the key differences between ETFs, index funds, 

and actively managed mutual funds in the context of TA (instead of repeating 

all fund basics). This way, you’ll see how each structure affects the usefulness of 

charts and trading decisions. 

8.1. ETFs vs. Index Funds vs. Active Funds – Key Differences 

for Technical Analysis 

ETFs, index funds, and active mutual funds may all provide broad market exposure, 

but their structure determines how useful technical analysis can be in practice. Let’s 

compare them on aspects that matter for chart-based strategies: 

1. Trading & Liquidity:  

ETFs trade like stocks on exchanges (NSE/BSE) throughout the day, with real-time 

price updates. You can buy or sell an ETF at any time during market hours, use 

intraday charts, set stop-loss orders, or even short-sell ETFs.  
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Index funds & Active mutual funds, however, are bought or redeemed only once a 

day at the end-of-day NAV price. There’s no intraday trading; all investors get the 

same closing NAV. 

Example: Suppose the Nifty index falls 2% intraday. With an ETF like Nippon 

India Nifty BeES, you could instantly buy during the dip and potentially catch the 

rebound. But with a Nifty index mutual fund (say HDFC Nifty Index Fund), you 

can only place an order for the day’s NAV; by the time it’s executed at day-end, 

the price may have already bounced back, missing the intraday opportunity. 

2. Pricing, Spreads, and NAV:  

ETFs have market-driven prices that can deviate slightly from their actual NAV 

(Net Asset Value) during the day. The trading price might be a bit higher (premium) 

or lower (discount) than the current NAV, based on supply and demand. Also, when 

buying or selling an ETF, you face a bid-ask spread (the gap between buyer’s and 

seller’s price) as a trading cost.  

Mutual funds (index or active) have no such intraday price fluctuation or spreads – 

everyone transacts at the same NAV calculated after market close. However, 

mutual fund investors cannot react to intraday price patterns at all. 

Example: If an ETF has a bid price of ₹100 and an ask price of ₹100.20, a market 

buy will effectively cost ₹100.20, meaning you pay a 0.20 difference (spread). In 

contrast, a mutual fund investor always buys at NAV with no spread, but loses the 

chance to act on intraday dips.  

Note: To help ETF investors gauge fair value, regulations require that fund houses 

publish an indicative NAV (iNAV) continuously during trading hours (for equity 

ETFs, updated every 15 seconds). This helps you check if the ETF’s market price 

is at a premium or discount to its actual underlying value. 

3. Tracking Error & Performance:  

ETFs and index funds both aim to mirror an index, but there can be small 

performance gaps called tracking error. ETFs usually track the index more tightly 

because they use in-kind creation/redemption (exchanging the actual basket of 

stocks for ETF units), whereas index funds might hold some cash for daily 

redemptions, causing slight lag. 

Active funds, on the other hand, don’t track a fixed index at all – their performance 

depends on the fund manager’s stock picks, so their price chart can diverge 

significantly from the broad market. 
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Example: If the Nifty 50 index rises 10%, a Nifty 50 ETF (like Nippon India Nifty 

BeES) might rise around 9.9%, a near-perfect mirror (tracking error ~0.1%). An 

index mutual fund might rise say 9.8% if it kept a bit of cash aside. But an active 

fund (e.g. SBI Large & Midcap Fund) might rise only 7% or, if the manager bet 

well, even 12% – it depends on the portfolio, not just the index. When using TA, 

this means an index-based ETF’s chart will closely follow the index’s technical 

signals, while an active fund’s chart might not. (We will see later how to handle 

this for active funds.) 

4. Costs & Fees:  

ETFs generally have very low expense ratios (some as low as 0.05%–0.20% 

annually) since they are passive. But when trading ETFs, you’ll incur brokerage 

and the bid-ask spread cost.  

Index funds have slightly higher expense ratios than ETFs (often around 0.2%–

0.5% annually) but no explicit trading costs for the investor (aside from an exit load 

if you sell too early).  

Active mutual funds charge the highest fees (could be 1%–2% or more per year), 

which gradually eat into your returns. 

Example: Over 10 years, a ₹5 lakh investment in an ETF with a 0.1% annual fee 

would cost only about ₹5,000 in expenses (ignoring compounding), whereas the 

same ₹5 lakh in an active fund with a 1.5% fee would cost roughly ₹75,000. This 

cost difference can make a substantial impact on long-term returns. Low cost is one 

reason many investors prefer index funds/ETFs – and it also means less “drag” on 

the performance that you see on the chart. 

5. Relevance of Technical Analysis:  

ETFs are fully compatible with TA – since they trade intraday like stocks, you can 

apply candlestick patterns, moving averages, RSI/MACD indicators, trendlines, 

etc., just as you would on an index or stock chart.  

Index funds (mutual funds) can still benefit from TA, but only in a limited way: 

you might use index charts to decide when to invest a large lump sum into the fund 

(for example, investing more when the index is near a long-term support or after a 

correction). You cannot trade in and out frequently, and intraday signals are 

irrelevant for index funds.  

Active funds are the least suited for TA on their own NAV prices – a chart of an 

active fund reflects the manager’s decisions and may not cleanly follow index 
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levels or technical patterns. Technical signals on an active fund’s NAV chart are 

less reliable. Instead, for active funds, you might use TA on a related index as a 

rough guide (and also consider the fund’s track record). 

In summary, while all three types give market exposure, ETFs are the most “chart-

friendly” because of real-time trading and tight index tracking. Index mutual funds 

are passive but traded at NAV, so use TA mainly for timing entry points. Active 

funds depend on the manager, so their use of TA is mostly to avoid very bad timing 

(e.g., not investing a lump sum at a market peak) rather than reading specific chart 

patterns on the fund. 

(Story spotlight:) Imagine Nifty is near 18,000 (a perceived resistance level) and 

your analysis suggests a short-term dip is likely. If you hold an ETF, you could set 

a stop-loss or plan to sell some units before the dip and buy back lower. If you hold 

an index mutual fund, you can’t do an intraday trade – but you might delay a 

planned one-time investment, or spread it out over a few weeks, based on the same 

analysis. If you hold an active fund, you probably stick to your plan, since the fund 

manager is anyhow making active calls; your main TA-driven action might be just 

not investing a huge lump sum when the whole market looks overheated. That’s 

the practical difference TA makes with each structure. 

8.2. Using Technical Analysis with ETFs 

Since ETFs trade like shares on stock exchanges, they lend themselves very well 

to technical analysis. Unlike mutual funds (which are priced only once a day at 

NAV), ETFs provide intraday price action, volume data, and order book 

information – all of which open the door to apply charting tools. Here are several 

TA tools and signals that work effectively with ETFs, and how they can help you 

make better decisions: 

● Trends & Moving Averages – Spotting Market Direction: The first thing 

to check on any ETF chart is the overall trend. Is it in an uptrend (making 

higher highs and higher lows) or in a downtrend? Moving averages like 

the 50-day or 200-day exponential moving average (EMA) are handy 

guides to assess this. If an ETF’s price stays above its 200-day MA, it’s 

generally a long-term uptrend; if below, it could be a downturn. 

How it helps: Aligning with the trend prevents premature entries or exits. For 

example, if the underlying index is bullish and the ETF’s price is 

consistently above the 200-day line, staying invested yields better results 

than trying to hop in and out.  
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Real-life example: In 2023, the Nifty 50 had a sustained rally, and the Nippon 

India Nifty BeES ETF stayed above its 200-day EMA for months. 

Investors who recognized this uptrend early avoided panic selling during 

minor dips and enjoyed the full rally. On the flip side, if an ETF falls below 

a key moving average after a long time, it can warn you to be cautious or 

hold off fresh buys until the trend strengthens again. 

● Support & Resistance – Identifying Entry and Exit Zones: Just like stocks 

or indices, ETFs exhibit support and resistance levels on their charts. A 

support is a price zone where buyers consistently come in (the ETF tends 

to stop falling further), and resistance is where sellers emerge (the ETF 

struggles to rise past a level). These levels often correspond to 

psychological marks or previous highs/lows. 

How it helps: Buying an ETF near a known support level can improve your 

risk-reward – you have a built-in cushion because historically the price has 

bounced there. Conversely, if an ETF is approaching a known resistance, 

you might wait for a breakout or be ready to lock profits. 

Example: The Kotak Nifty Bank ETF (which tracks the Bank Nifty index) 

often finds strong support when Bank Nifty index reaches major round 

numbers. When Bank Nifty was near 40,000 (a big round figure), that zone 

acted as a floor multiple times. Investors who accumulated the ETF near 

those support levels saw the price rebound from there, making it a safer 

entry. On the other hand, if Bank Nifty ETF approaches a previous peak 

(say the last high), that might act as a resistance – a breakout above that, 

on strong volume, would be a bullish signal to add more. 

● Chart Patterns & Breakouts – Early Signals of Big Moves: ETFs 

frequently form classical chart patterns such as triangles, flags, or head-

and-shoulders, reflecting consolidation and investor behavior of the whole 

market segment. A breakout happens when the price moves decisively out 

of a pattern or range – for instance, breaking above a triangle’s upper 

trendline or below a support line, often indicating the start of a new leg up 

or down. 

How it helps: Recognizing patterns allows you to anticipate big moves 

early. If you spot, say, a bullish flag pattern on a mid-cap ETF, you can 

prepare to buy if the price breaks out upwards, rather than chasing it after 

it’s risen. Example: In 2021, the HDFC Sensex ETF went through a tight 

consolidation after a strong up-move – forming a flag pattern on the chart. 

When the ETF price finally broke above the flag’s resistance, it signaled 

the next leg of the bull run in the Sensex. Those who entered on that 
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breakout were able to capture the rally early. Similarly, if an ETF forms a 

head-and-shoulders (a bearish pattern) and breaks the “neckline,” it could 

warn of a trend reversal to the downside, prompting you to reduce 

exposure. 

● Momentum Indicators (RSI, MACD, etc.) – Gauging Strength: Technical 

indicators like the Relative Strength Index (RSI) and Moving Average 

Convergence Divergence (MACD) measure the momentum and strength 

of price moves. Applied to an ETF, they effectively gauge the momentum 

of the entire basket of stocks that the ETF represents. An RSI above 70 

might indicate the ETF (and thus its index) is overbought (due for a 

pullback), while RSI below 30 indicates oversold conditions (a potential 

bounce). MACD can signal trend changes when its lines cross. 

How it helps: These indicators add confidence to your chart reading. They 

can confirm whether a price breakout is supported by strong momentum, 

or if a rally is overextended and losing steam. Example: Just before a major 

midcap rally in 2021, the SBI ETF Nifty Next 50 (which tracks the Nifty 

Next 50 index of emerging large companies) showed its RSI climbing 

above 60 and heading toward 70. This rising RSI indicated strengthening 

momentum, suggesting that institutional money was flowing in. Investors 

who waited for such momentum confirmation jumped in with higher 

confidence and were rewarded as the rally continued. Conversely, if an 

ETF’s price is making new highs but the RSI starts dropping (a 

divergence), it can be a warning sign of weakening momentum. 

● Volume Analysis – Reading Demand through ETF Trading Volume: 

Unlike mutual funds, ETFs report trading volume throughout the day – 

how many units changed hands. Volume is a crucial confirmation signal 

in TA. A price move with unusually high volume means a lot of 

participants are involved (strong conviction), whereas a move on low 

volume can be suspect or short-lived. 

How it helps: Volume patterns can confirm breakouts and trend strength. 

A breakout above resistance on high volume suggests real buying interest 

(institutions might be buying the index via ETFs), making the move more 

likely to sustain. Example: In early 2024, the ICICI Prudential Nifty 100 

ETF (tracking the Nifty 100 index of large-cap stocks) broke out above a 

key resistance level. On that day and the days around it, the trading 

volumes in the ETF spiked dramatically, far above the average. This 

volume surge was a strong sign that the move was genuine – likely big 

investors were building positions in anticipation of a continued rally in 
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large-caps. Indeed, the breakout held, and the index moved upward for 

weeks after. On the flip side, if an ETF’s price drifts up to a new high on 

very low volume, one should be cautious – it might be a false breakout that 

could reverse. 

● Bid-Ask Spreads – Watching for Hidden Trading Costs: The bid-ask 

spread is specific to ETFs (and stocks) and represents the difference 

between the highest price a buyer is willing to pay and the lowest price a 

seller is willing to accept at a given moment. Highly liquid ETFs (like 

those tracking Nifty) tend to have tiny spreads (just a few paisa or cents), 

which means you can trade in and out near the fair price. Less-traded ETFs 

can have wider spreads, which effectively means a cost to you when 

entering or exiting. 

How it helps: Monitoring the spread before you trade helps avoid 

unexpected costs. If you see an ETF with a ₹1 spread, for example, and 

you place a market order, you might be instantly down nearly ₹1 per unit. 

For a large order, this adds up.  

Example: Suppose you want to invest ₹5 lakh in an ETF that’s trading 

around ₹100. If the bid is ₹100 and ask is ₹101 (₹1 spread), buying at 

market price ₹101 means you effectively pay a 1% premium, incurring 

about ₹5,000 extra cost on ₹5 lakh. In contrast, the Nifty BeES ETF often 

has a bid of, say, ₹199.50 and ask of ₹199.55 – just a ₹0.05 spread – which 

on the same ₹5 lakh is a negligible cost (~₹125). By choosing more liquid 

ETFs or using limit orders near the market price, you can save money.  

Tip: If you notice an unusually large spread, it might be better to wait or 

use a limit order closer to the last traded price, rather than hitting the 

market order and bearing the full spread. 

● Premium or Discount to iNAV – Paying the Right Price: ETF providers 

publish an indicative NAV (iNAV) during market hours, which updates 

frequently (every few seconds) to reflect the real-time value of the ETF’s 

underlying holdings. Sometimes an ETF’s market price can drift slightly 

above or below this iNAV. A price above iNAV means you’re paying a 

premium (more than the fund’s actual worth), and a price below means a 

discount (a potential bargain). These gaps are usually small and temporary, 

but they matter to short-term traders. 

How it helps: Before buying or selling an ETF, especially a large amount, 

it’s wise to glance at its iNAV (often available on the exchange or AMC’s 

website). If the ETF is trading at a significant premium to iNAV, you 

might hold off or place a limit order closer to the iNAV to avoid 
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overpaying. If it’s at a discount and you own it, be cautious: in extreme 

cases of market stress, big discounts can occur (and might be an arbitrage 

opportunity for big players or a signal of some mismatch).  

Example: SEBI rules mandate equity ETF iNAV must be updated within 

a 15-second lag to the market. If the Kotak Bank ETF’s iNAV is ₹100 at 

the moment but its market price is ₹101.50, that’s a 1.5% premium. An 

informed investor might choose to wait a bit or buy at a limit price nearer 

to ₹100, saving ₹1.50 per unit. In normal times, popular ETFs trade very 

close to iNAV thanks to arbitrage and market makers, but it’s always 

worth checking so you don’t start off at a disadvantage. 

/ Mini recap: ETFs behave much like stocks on the exchange, so all the technical 

analysis tools you learned – trends, support/resistance, patterns, indicators, volume 

signals – apply fully to ETF trading. The key is to also mind a few ETF-specific 

factors like liquidity (volume, spreads) and iNAV before acting on the chart signals. 

In short, TA can guide what and when to trade, but choose ETFs that are liquid and 

priced fairly so that your trades execute efficiently. 

8.3. Using Technical Analysis with Mutual Funds 

Mutual funds are a different ballgame because they do not trade intraday on an 

exchange. All mutual fund transactions (buy or sell) happen at a single daily price 

– the end-of-day NAV. This fundamental difference means we can’t apply intraday 

technical analysis to mutual funds the way we do for stocks or ETFs. However, 

technical analysis can still be a useful compass for mutual fund investors, primarily 

for timing larger investments or choosing when to deploy extra money. Here’s how 

TA can (and cannot) be used for mutual funds: 

1. No Intraday Signals – Only End-of-Day NAV Counts: Since mutual funds 

don’t trade during the day, any intraday charts or signals (like 5-minute 

candlesticks, hourly breakouts, etc.) are irrelevant. Whether you submit a 

purchase request at 10:00 AM or 2:30 PM, you’ll get the same closing 

NAV price. You also cannot set stop-loss orders or instantly react to 

market news via a mutual fund – you’re always trading blind in a sense 

until NAV is declared. 

Story: Ramesh, a new investor, once tried to “time” the market by buying 

an index mutual fund in the middle of the day. One morning, he saw the 

market falling and at 11 AM he placed a lump-sum order for HDFC Index 

Fund, hoping to catch the day’s low. By market close at 3:30 PM, the Nifty 

had recovered from the intraday dip. Ramesh ended up getting the fund’s 
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NAV which was computed after the rebound – the same price anyone who 

invested at 3 PM got. His clever timing attempt made no difference at all. 

The lesson he learned: intraday timing doesn’t work with mutual funds. 

For mutual funds, we only have the end-of-day price, so our TA approach 

should shift to daily or weekly charts of the market, not intra-day 

movements. 

2. Use Weekly/Monthly Trends – Guide Large Entries: While you can’t trade 

mutual funds intraday, you can use higher-level market trends (weekly or 

monthly charts of indices) to decide when to invest a large lump sum. Most 

equity mutual funds, whether active or index, are tied to broad indices like 

Nifty 50 or Sensex in terms of general market direction. If those indices 

are at historically high valuations or far above their long-term trend lines, 

it might be prudent to stagger your investment. Conversely, if there’s a 

major correction and the index is at a long-term support, it could be a good 

opportunity to deploy extra funds. 

Real-life example: In March 2020, during the COVID-19 crash, the Nifty 

50 plunged dramatically and fell well below its 200-day moving average. 

Suppose an investor had ₹10 lakh planned for the ICICI Nifty Index Fund. 

A prudent approach was to not invest all at once while the free-fall was 

on. Some investors waited until the index showed a bottoming-out and 

started recovering above key technical levels (like reclaiming the 50-day 

or 200-day average in the subsequent months). By staggering the ₹10 lakh 

over 2–3 months as the charts stabilized, they reduced the risk of catching 

a falling knife and got a much better average NAV. In fact, those who put 

all their money on one single day in early March caught a very low NAV 

(great if you had perfect timing), but many who invested just before the 

crash saw years of returns wiped out temporarily. Using the index’s 

weekly trend as a guide helped investors avoid dumping a lump sum at an 

obviously risky time, instead re-entering gradually as the trend turned 

upward. 

3. Timing Lump-Sum Investments – Avoiding Overheated Markets: Mutual 

funds are ideal for long-term investing, but if you suddenly have a large 

amount to invest (say from a bonus or property sale), timing matters to 

avoid regret. If the market is extremely overheated (e.g., valuations at 

multi-year highs, index way above trend, everyone euphoric), a lump-sum 

investment at that peak could lead to poor short-term returns (and panic 

selling if a crash happens). Technical analysis of the index can warn you 

of such overheated conditions. 
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Story: Sita, a homemaker, received ₹5 lakh from selling a property and 

wanted to invest it in an equity mutual fund (SBI Bluechip Fund). Before 

investing, she glanced at the Nifty 50’s chart. The index had been rallying 

for months and was trading far above its 200-day moving average, with an 

RSI indicating overbought conditions. In simple terms, the market looked 

hot and stretched. Instead of investing ₹5 lakh in one go at what might be 

a market peak, Sita decided to split her money into five tranches of ₹1 lakh 

each. She invested the first tranche immediately, then held back to see if 

the market would correct. Over the next year, whenever the Nifty dipped 

5-10%, she deployed the next tranche. This way, over 1–2 years, her ₹5 

lakh got invested at an average level rather than the possible peak. Three 

years later, this strategy paid off – her returns were higher than if she had 

poured in all ₹5 lakh on day one only to endure a big correction shortly 

after. The takeaway: you cannot trade mutual funds, but you can tactically 

time large entries to avoid obviously bad entry points. 

4. Don’t Micro-Time Your SIPs – Let Discipline Work: One of the worst 

mistakes a mutual fund investor can make is trying to use technical 

analysis to start or stop their Systematic Investment Plans (SIPs). SIPs are 

meant to be automatic investments at regular intervals (monthly, etc.), 

precisely so that you buy more when prices are low and less when they are 

high, averaging your cost over time. If you interfere with this process 

based on short-term chart readings, you often defeat the very purpose of 

SIPs. 

Real-life example: Ajay had a SIP of ₹5,000 per month in a mid-cap fund 

(Mirae Asset Emerging Bluechip Fund). In 2018, he saw some technical 

analyst on TV warning that the market looked weak on charts. Nifty had 

broken below some support, and Ajay panicked. He decided to pause his 

SIP for six months until the charts looked better. Indeed, the market did 

fall a bit more in the short term – but then it quickly rebounded and went 

on to hit new highs. During the months Ajay paused, he missed buying 

fund units at relatively lower NAVs. By the time he restarted the SIP, 

prices were higher. Over the long run, those missed installments meant he 

accumulated fewer units, and his overall wealth creation suffered (and 

emotionally, he was kicking himself for trying to outsmart the market). 

This story repeats often: people cancel or pause SIPs when the market 

looks bad, but that’s usually the best time for SIPs to pick up cheap units!  

Moral: Set your SIP and forget it; use TA only for additional one-time 

investments or tactical asset allocation, not for tweaking your SIP. 
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5. Active Funds vs. Index Funds – TA Gives Partial Guidance: If you’re 

investing in an index fund, it directly mirrors an index (Nifty, Sensex, etc.), 

so the index’s chart is essentially the fund’s chart. TA signals on the index 

(like “market may correct 10%” or “market breaking out”) can be applied 

to decide when to add more to the index fund or hold off. However, with 

active funds, the fund manager’s skill comes into play. An active fund’s 

performance might not perfectly sync with the index – some managers 

outperform in downturns (losing less) or underperform in rallies (gaining 

less), etc. Therefore, TA on a broad index is still useful to gauge the overall 

market climate for an active fund, but it should be combined with 

fundamentals like the fund manager’s track record and portfolio 

positioning. For instance, if technicals say “market is bullish” but your 

active fund manager has moved a lot to cash or defensive stocks, your fund 

might lag the index’s immediate move. Or if the market is falling but your 

fund manager has a knack for picking resilient stocks, you might not need 

to panic as much. In short, use TA as a broad market signal for active 

funds, but don’t treat an active fund’s NAV chart as you would an ETF – 

it’s not purely index-driven. 

6. Sector and Thematic Funds – Need Extra Confirmation: A special case of 

mutual funds are those focusing on a particular sector (like banking, 

pharma, tech) or theme (say infrastructure, ESG, etc.). These are narrower 

and can be much more volatile relative to the broad market. If you plan a 

lump-sum in a sector or thematic fund, technical analysis must be applied 

to that sector’s index or an equivalent sector ETF. Ensure the sector itself 

is in an uptrend or showing a positive breakout before jumping in, 

otherwise you could be stuck in an underperforming pocket of the market. 

Example: Ravi wanted to invest in a pharma sector fund in 2016 because 

he believed healthcare had a great future. However, at that time the pharma 

index (Nifty Pharma) was actually in a downtrend due to regulatory 

setbacks, even though the Nifty 50 was doing okay. Had Ravi looked at 

the pharma sector chart, he would have seen lower highs and lows for 

several months – a clear technical sign of weakness. A better approach 

would be to wait until the pharma index shows a trend reversal (say, 

breaking above a major resistance or the 200-day MA) before investing 

heavily. Sector funds can languish for years if bought at the wrong point. 

So, combine your fundamental conviction with technical timing on that 

specific sector. If the charts confirm strength (and ideally, the broad 
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market trend is also supportive), your sector fund investment will have a 

much higher chance of success. 

/ Mini recap: You cannot trade mutual funds on charts the way you trade stocks 

or ETFs, but you can use technical analysis as a compass for making smart 

investment moves: Use it to decide when to add large sums (e.g., adding more when 

the market is at a relative low, and being cautious when at euphoric highs). Never 

use it to tinker with regular SIPs – consistency beats timing for those. And if you 

venture into more focused funds (active or sector funds), ensure the broader 

technical picture supports your decision (e.g., the market or sector is in your favor) 

so that you don’t end up rowing against the tide. In essence, TA for mutual funds 

is about the big picture timing and not about frequent moves – it’s a supplement to 

long-term discipline, not a substitute. 

8.4. Checklists Before Using TA with ETFs & Mutual Funds 

Even after learning technical analysis and some do’s and don’ts, investors often 

miss simple but important checks. Without these, you might faithfully follow a 

chart signal but still get a bad outcome due to practical issues (like low liquidity or 

high costs). To avoid such pitfalls, it’s wise to run through a quick checklist before 

applying technical tools to ETFs or mutual funds. This ensures every investment 

aligns with SEBI’s regulations, your own goals, and market realities. Let’s break it 

down for ETFs and mutual funds: 

ETF Checklist: Before trading or investing based on ETF charts, check these 

factors: 

1. Liquidity & Bid-Ask Spreads: Verify that the ETF is liquid – meaning it 

trades in sufficient volume each day – and that the bid-ask spread is 

narrow. An attractive chart pattern on an illiquid ETF can be a trap if you 

cannot execute your buy or sell near the indicated price. Wide spreads 

mean you’ll lose a chunk of value immediately upon buying. 

 How to check: Look at the average daily volume (in units or value) of the 

ETF on the exchange. Also, observe the bid and ask prices; for a liquid 

ETF, the difference might just be a few paisa or a few basis points. For a 

thinly traded ETF, the gap could be several rupees. 

Example: The Nippon India Nifty BeES ETF is one of the most liquid 

ETFs in India – it often trades lakhs of units a day and the bid-ask spread 

is usually just a few paisa. This means you can enter or exit sizeable 

positions efficiently without much slippage. In contrast, a small thematic 

ETF (say a niche sector or smart-beta ETF with low interest) might trade 
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only a few thousand units a day and show a ₹2–3 spread between buy and 

sell price. If you try to buy ₹5 lakh of such an ETF at market price, you 

could immediately lose ₹1,000+ just on the spread. 

SEBI’s take: Regulators are also concerned about ETF liquidity. In 2022, 

SEBI directed fund houses to appoint market makers to improve liquidity, 

and even monitor metrics like trading volume and bid-ask spreads for 

ETFs. Always check an ETF’s liquidity data (available on exchange 

websites and often in the fund’s factsheet) to ensure you won’t be stuck or 

overpaying due to wide spreads. 

2. Tracking Error (for Index ETFs): Tracking error is the divergence between 

the ETF’s returns and the benchmark index’s returns. A lower tracking 

error means the ETF is doing its job of mirroring the index more 

accurately. If you’re relying on technical signals from the index chart, you 

want an ETF that faithfully follows that index. 

How to check: Fund houses publish the tracking error in the scheme 

documents or factsheets. It’s often stated as a percentage (the standard 

deviation of daily return differences). For broad index ETFs, anything 

under, say, 0.5-1% is considered good (lower is better). 

 Example: Suppose Nifty 50 rose 10% in a year but your ETF delivered 

only 8.5%. That 1.5% gap is quite high – perhaps the ETF had liquidity 

issues or costs that dragged it down. On the other hand, Kotak Nifty ETF 

might show a tracking error of around 0.1-0.2%, meaning it’s almost 

perfectly in sync with Nifty. If your TA on the Nifty chart says “buy on 

breakout,” the Kotak ETF will likely respond almost tick-for-tick with the 

index, giving you the intended result of your strategy. 

SEBI’s take: SEBI has set guidelines to keep tracking error in check – for 

example, equity ETFs/index funds are expected to keep tracking error 

within 2% per year in normal conditions, and AMCs must disclose the 

actual tracking error on their website daily. So before you rely on an ETF 

for chart-based moves, glance at its tracking error figure (usually in the 

fund’s factsheet or AMC website). A high tracking error might be a red 

flag that the ETF doesn’t closely follow the index (so your technical signal 

on the index might not translate well to the ETF’s performance). 

3. Volume (Average Daily Volume): This goes hand-in-hand with liquidity 

but deserves its own check. The average daily volume tells you how easy 

it is to buy/sell the ETF without impacting its price. If an ETF trades in 
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very low volumes, even a moderate order from you could move the price 

unfavorably. 

How to check: Look up the ETF’s trading volume on the stock exchange 

over the past few weeks. Some resources also provide 10-day or 30-day 

average volume. 

Example: The SBI ETF Nifty 50 often has crores of rupees in daily 

turnover – you could buy ₹10 lakh worth and barely make a dent in the 

price. But something like a “Consumption Sector ETF” might only see a 

few lakhs of rupees traded in a day; if you put a large order, you may drive 

the price up while buying (and down when selling). Low volume can also 

mean it might take time for your order to get fully executed unless you 

accept a worse price. 

Tip: For any ETF you plan to trade actively, ensure there’s a healthy 

trading volume. If volumes are very low, consider using limit orders and 

be prepared for partial fills, or simply look for an alternative, more liquid 

ETF that gives similar exposure. 

4. Index Alignment (Benchmark Match): Always confirm that the chart you 

are analyzing corresponds to the ETF’s actual benchmark index. It sounds 

obvious, but with so many indices out there, one could mistakenly apply 

the wrong chart. For instance, a “Midcap ETF” won’t move the same as 

the Nifty 50; a Nifty Next 50 ETF tracks a different index (Next 50) which 

has its own dynamics. 

How to check: Read the ETF’s documentation or the AMC website to see 

what index it tracks (e.g., Nifty 50 TRI, Nifty Bank, Sensex, etc.). Make 

sure your technical analysis is done on that index or on the ETF’s own 

chart. 

Example: If you studied the Nifty 50 chart and concluded a bullish pattern, 

but then bought a Nifty Next 50 ETF, you might be puzzled if it doesn’t 

perform the same. The Next 50 could be flat or declining while Nifty 50 

rises (this has happened at times, as the composition differs). Similarly, 

analyzing a broad index chart won’t directly help if you buy a sectoral ETF 

– you’d need to check the sector index chart. 

SEBI’s take: SEBI’s mutual fund regulations require every ETF or fund to 

clearly state its benchmark index in the Scheme Information Document 

and Key Information Memorandum. Always double-check that you have 



158 

the right index. Aligning your TA to the correct benchmark ensures the 

signals you act on are actually relevant to your investment. 

/ Quick recap (ETF): Before acting on an ETF chart, ensure (a) the ETF is liquid 

(ample volume, tight spreads), (b) it closely tracks the index (low tracking error), 

(c) you can trade in/out without moving the market (volume), and (d) you’re using 

the right chart for the right index. These checks will protect you from liquidity 

traps, excessive costs, or simply misapplying your analysis. 

Mutual Fund Checklist: Since you can’t trade mutual funds daily, the checklist here 

is more about choosing the right fund and aligning it with your needs (as per SEBI’s 

framework), so that your use of technical analysis for timing lump-sums actually 

adds value. Go through these in order: 

1. Your Goal & Time Horizon: Ensure the type of mutual fund matches your 

investment goal and horizon before worrying about any market timing. 

SEBI’s risk profiling (the “risk-o-meter” shown in fund factsheets) and 

categories can guide you here. Equity funds are meant for long-term goals 

(typically 5+ years) since they fluctuate but offer growth. Debt funds suit 

short-term goals (1-3 years) where capital preservation is key. 

Hybrid/balanced funds are middle-of-the-road for intermediate horizons. 

Never let a short-term market view via TA tempt you into a fund category 

that doesn’t suit your purpose or risk appetite. 

Example: Ravi has a goal of buying a house in 2 years and another goal of 

funding his 10-year-old daughter’s college in 8 years. For the 2-year goal, 

he wisely avoided equity funds (despite hearing that “charts look bullish 

in the short term”), and instead chose a short-term debt fund. Equity was 

too risky for 2 years – a market dip could derail his house down-payment. 

For the 8-year goal, an equity fund was appropriate. By following the goal-

based approach that SEBI’s investor guidelines emphasize, he aligned 

each investment to the right category and risk level. Technical analysis can 

then be used, for instance, to decide when to invest a lump sum into the 

chosen fund, but not which type of fund – that should come from your 

financial plan and SEBI’s category norms (e.g., use the risk-o-meter: a 2-

year goal should be in a low-risk fund, etc.). 

2. Category Selection (SEBI Categories): Pick the right category of fund 

within equity or debt based on what you need. SEBI has standardized fund 

categories since 2017 so that fund names actually reflect what they hold. 

For equity, for example, “Large Cap Fund” means it must invest at least 

80% in large-cap stocks (which SEBI defines as the top 100 companies by 
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market cap), “Mid Cap Fund” means 65% in mid-cap stocks (101st–250th 

companies), etc. For debt funds, categories like “Liquid Fund”, “Short 

Duration Fund”, “Credit Risk Fund” are defined by portfolio 

characteristics. This standardization helps you know the risk and nature of 

the fund. Make sure you use it to your advantage. 

How it helps: By choosing the proper category, you set realistic 

expectations. A large-cap fund will be relatively stable in downturns but 

might not shoot up as much in euphoria as small-caps. A small-cap fund 

can give high growth but also gut-wrenching volatility. SEBI’s 

categorization prevents mislabeling (so two funds both called “Large Cap” 

will have similar mandates). 

Example: An investor seeking steady growth with modest volatility might 

stick to a Large Cap Fund or Large & Mid Cap Fund. Someone with a 

higher risk appetite and a longer timeline might go for a Small Cap Fund. 

These categories are clearly defined by SEBI’s rules. If you mis-categorize 

– say you wanted stability but ended up in a small-cap fund because of a 

fancy past return chart – you could be in for a nasty surprise when small 

caps swing wildly. So, always verify the fund’s official category and 

ensure it aligns with what you want.  

(Quick fact: The SEBI circular of Oct 6, 2017, was the first to standardize 

these definitions, so now “large-cap” unequivocally refers to stocks 1–100 

in market cap, “mid-cap” 101–250, etc., across all funds) 

3. Cost: Expense Ratio and Loads: Over the long term, costs have a 

predictable and powerful impact – they directly reduce your returns. 

Always check the fund’s expense ratio. If it’s an actively managed fund, 

decide if the higher fee is justified by the potential to outperform. Also 

prefer direct plans over regular plans if you are investing on your own, 

since direct plans have lower expense ratios (no distributor commission). 

Additionally, be aware of any exit load (a fee if you withdraw within a 

certain period). Ensure your investment horizon is longer than any load 

period, or that you’re okay with that liquidity restriction. 

Example: Priya invested ₹10 lakh in an active equity fund with a 1.5% 

annual expense ratio (regular plan). This means every year 1.5% of her 

fund value is taken as fees. Over 10 years, assuming the fund’s gross 

growth was, say, 12% annually, the fee drag would make her net returns 

effectively ~10.5% annually. She might end up paying on the order of ₹1.5 

lakh in fees over that period. Had she chosen an index fund or a cheaper 
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active fund with 0.5% fees, she’d pay only around ₹50,000 in fees, 

potentially earning a higher net return. Alternatively, if she invested via a 

direct plan of the same fund (expense maybe 1.0% instead of 1.5%), she 

would save a significant amount in costs. 

SEBI’s take: SEBI requires AMCs to clearly disclose expense ratios on 

their websites and caps the maximum fees by fund type and size. For 

example, index funds typically have much lower allowed fees than 

mid/small-cap funds. It’s also mandated that entry loads are abolished (you 

should never pay to invest; entry load is zero for all mutual funds now). 

Exit loads can exist but must be clearly stated (e.g., 1% if you exit within 

1 year, etc.). The bottom line: choose low-cost options when in doubt, and 

don’t let high expense funds eat away too much of your gains unless you 

have high conviction in their strategy. 

4. Consistency and Track Record: Before entrusting your money (and any 

TA-based timing) to a fund, look at how it has performed against its 

benchmark and peers over a reasonable period (at least 3-5 years). 

Consistency is key – a fund that shoots the lights out one year and crashes 

the next is risky. Technical timing won’t save a fundamentally poor fund. 

You want a fund that has proven itself in different market conditions, so 

that your main worry is just overall market timing (which TA can help 

with) rather than fund quality. 

How to check: Read the fund’s factsheet or go on websites that show 

performance charts. Look at 1-year, 3-year, 5-year returns and compare 

with the benchmark index (which every fund fact sheet will show) and 

with the category average. Also check risk measures if available 

(volatility, downside capture, etc.). A fund that consistently beats or at 

least matches the index over multiple periods, and does so with not too 

much extra volatility, is generally a good sign. 

Example: Mirae Asset Large Cap Fund has been known for steady 

performance, often beating the Nifty 100 index over 5+ year stretches 

without major hiccups. Such a track record indicates a solid process and 

management – an investor can be confident using this fund for long-term 

goals, and maybe use TA only to avoid plowing in money at a market high. 

In contrast, a fund that was a top performer last year might be a new 

thematic fund that caught a specific trend (say a tech fund during a tech 

boom). If that theme goes out of favor, it could languish for years. Chasing 

last year’s star without looking at longer history is a common pitfall. 
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Instead, look for consistency and how the fund did in bad times (e.g., did 

it fall more or less than the market in crashes?). Also ensure the fund’s 

benchmark is appropriate and check how it did relative to that. SEBI 

regulations ensure every mutual fund declares a benchmark index in its 

documentation and shows its performance next to that benchmark, so use 

that information – it quickly tells you if the fund is adding value or not. 

/! Quick! recap! (Mutual! Funds):! Follow! a! Goal! "! Category! "! Cost! "!

Consistency!sequence.!That!is,!pick!the!fund!type!based!on!your!goal!and!risk!

(per!SEBI�s! risk!categories),!make!sure! the! fund�s! category!and!mandate! suit!

you,!choose!low-cost!options!(and!direct!plans!if!possible),!and!pick!funds!with!

proven! consistency! over! flimsy! short-term! winners.! Once! these! basics! are!

ticked!off,!you!can!deploy!technical!analysis!to!fine-tune!your!entry!points!(for!

lump!sums!or!additional!investments).!This!way,!you�re!not!only!investing!in!a!

technically! sound! manner! but! also! on! a! solid! fundamental! footing! as!

encouraged! by! SEBI�s! investor! protection! framework.! By! having! this!

discipline,!you!avoid!mistakes!like!chasing!an!illiquid!ETF!signal,!or!investing!

in!a!fund!that!isn�t!what!you!thought,!or!paying!excessive!fees!that!nullify!your!

smart!timing.!The!checklists!keep!you!safe,!transparent,!and!effective!in!your!

strategy. 

Now that we’ve learned how to adapt our chart skills to ETFs and apply sensible 

timing rules for mutual-fund investments, we should remember that charts don’t 

move in isolation. Markets often react sharply to news and events – like policy 

announcements, earnings surprises, or global shocks – and those show up on the 

charts as sudden moves. The real skill is distinguishing short-term “noise” from 

truly meaningful shifts. In the next chapter, we will explore how to read price 

reactions to news and events. By combining technical analysis with an 

understanding of news-driven moves, you’ll be able to separate panic or hype from 

genuine trend changes, and invest with greater confidence for the long run. 
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Key Takeaways – Chapter 8 

1.!ETFs!trade!like!stocks!�!full!technical!analysis!(trends,!S/R,!patterns,!

indicators)!works!effectively. 

2. Check ETF basics first – liquidity, spreads, average volume, and index alignment 

are essential before relying on TA. 

3. Mind tracking error & costs – choose ETFs and index funds with low expense 

ratios for better efficiency. 

4. Mutual funds = NAV-based – they are priced once daily, so intraday TA does 

not apply. 

5. TA in mutual funds = lump-sum timing only – not for trading, only for broad 

entry guidance. 

6. Keep SIPs systematic – never pause them; TA can only influence additional top-

ups, not the base plan. 

7. Sector/thematic funds need confirmation – ensure the sector index/ETF is in 

trend with broad market participation. 

8.! Follow! SEBI�s! framework! �! always! check! Goal! "! Category! "! Cost! "!

Consistency!before!selecting!mutual!funds. 

9. Use TA as a compass, not a replacement – it helps in timing, but discipline builds 

wealth. 

10. Checklists protect you – from liquidity traps, hidden costs, and mismatched 

benchmarks. 
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Reading raw price movement and the impact of news/events. 

What You’ll Learn 

In the previous chapter, we explored how technical analysis applies to ETFs and 

how timing rules guide lump-sum investments in mutual funds, while SIPs remain 

systematic. Those lessons taught us to use charts sensibly within structured 

investment vehicles. But markets are not always so orderly. Prices can move 

sharply when unexpected news, events, or global triggers hit the market. A budget 

announcement, a company’s earnings miss, or a sudden global shock can cause 

immediate reactions that no mutual fund NAV or ETF checklist can fully prepare 

us for. This is where price action becomes our most powerful tool. Instead of 

relying on lagging indicators, price action focuses on the raw movements of price 

itself—telling us in real time how buyers and sellers are reacting to new 

information. In this chapter, we will understand what price action really means, and 

then learn how to connect it with market triggers to read the market’s true pulse as 

it unfolds. 

1. What is Price Action? 

Price action is the purest form of technical analysis. It is the art and skill of studying 

price movements directly, without heavy use of third-party indicators or even 

fundamental data. Rather than relying on moving averages, oscillators, or news 

filters, a price action trader focuses on the actual price candles, the highs and lows, 

and the swings visible on the chart. In simple terms, price action is the story told 

by the market itself—how today’s price relates to yesterday’s price, and how 

current buyers and sellers are shaping the trend. 

Why Price Action Matters: Many traders find that technical indicators often lag 

behind the market. For example, a moving average tells you where price has been, 

not necessarily where it is going next. Price action, however, keeps you closer to 
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real-time market psychology. By studying how price behaves at key levels—such 

as support or resistance zones, or around round-number prices—you can gauge the 

strength or weakness of buyers and sellers immediately. This approach helps 

traders react to what is happening now rather than what happened last week. 

For instance, imagine Infosys is trading at ₹1,500. Suddenly it dips to ₹1,420 

intraday, but within hours bounces back to ₹1,480. Without using RSI or MACD, 

this raw movement itself tells a story: sellers tried to take control by pushing the 

price down, but buyers quickly stepped in and refused to let the price stay down. 

Such price action (a sharp dip with a quick recovery) shows buyers’ strength even 

before any indicator confirms it. 

A Real-Life Analogy: Think of a public auction. An antique car starts at a bid of 

₹10 lakh. One bidder raises the price to ₹11 lakh, another jumps to ₹12 lakh, and 

soon a bidding war ensues. Even if you don’t know the car’s true value, by 

watching the intensity of the bids you can sense the demand and who has the upper 

hand. Price action works in the same way for financial markets. Every price tick or 

candlestick on the chart is like a bid or offer in the auction, showing who is more 

aggressive—buyers or sellers. The stronger side pushes price in their direction, and 

that behavior is visible directly on the chart for those who can read it. 

How Beginners Can Use It: For beginners, price action can feel abstract at first, but 

it is actually very logical. Start with simple observations on any chart: Is the market 

making higher highs and higher lows over time? If yes, that means buyers are in 

control (an uptrend). Is the price repeatedly failing to cross above or below a certain 

level? That level is likely a significant support or resistance. Are candles getting 

larger and more one-sided as price moves up? That shows increasing momentum 

in that direction. By focusing on basic building blocks—swings, highs/lows, candle 

patterns—you begin to see who controls the market at any given moment.  

/ Example: During the COVID-19 crash of March 2020, the Nifty 50 index kept 

making lower highs and lower lows on the daily chart. Price action was warning 

traders that sellers were firmly in control long before many lagging indicators could 

confirm the downtrend. When this pattern finally reversed by May 2020—Nifty 

began making higher lows each week—it signaled that a recovery phase was 

starting. Traders attuned to price action could spot this change in structure and 

adjust their strategy accordingly, even as news headlines were still grim. 

The Core Principle: Price action is not about crystal-ball predictions of the distant 

future—it is about reading the present with clarity. By observing how price behaves 

around important levels or in reaction to fresh news, traders can make well-timed 

decisions based on the market’s own feedback. Indicators, news, and opinions can 
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add layers to analysis, but price action gives you the raw, unfiltered market truth. 

It’s like listening directly to the market’s voice, which is audible to anyone willing 

to observe carefully. 

/ Mini Recap: Price action means studying raw price movements without relying 

on external indicators. It helps traders stay close to market psychology, much like 

watching an auction unfold to sense demand and supply. For beginners, the key is 

to observe price swings, highs/lows, and momentum to understand who currently 

controls the market—buyers or sellers—and to react to what is happening now 

rather than what has already happened. 

Core Elements of Price Action 

Price action may sound complex at first, but it is built on a few simple building 

blocks. By observing these elements, traders can learn to "read the market’s 

language" without depending on derived indicators. Think of these as the grammar 

and vocabulary of price movement. Let’s break down the core elements: 

9.1. Candlestick Behavior – The Market’s Handwriting 

Every candlestick on a chart tells a mini-story about the battle between buyers and 

sellers during that time period. The shape and features of a candle give clues about 

who was stronger. For example, long wicks (shadows) on a candle show rejection 

of a price level (the market moved there but couldn’t stay). A candle with a long 

lower wick and a smaller body indicates that sellers pushed the price down, but 

then buyers came in and drove it back up by the close – a sign of buying support. 

Large candle bodies (with little to no wick) show strong conviction in one direction 

– buyers or sellers dominated that period from start to finish. A doji candle (where 

the open and close are nearly the same, forming a “+” or cross shape) reflects 

indecision or balance between bulls and bears. By learning to interpret these 

candlestick shapes and patterns, traders get immediate clues about who is 

dominating and the market’s mood. 

/ Example: Suppose Reliance Industries’ stock trades around ₹2,400 and forms 

a daily candle with a long lower wick, dipping near ₹2,350 during the day but 

closing back near ₹2,400. This candle shows that at ₹2,350 there was strong 

demand: sellers managed to push the price down to that area, but buyers seized the 

opportunity and quickly lifted the price back up. The long wick is like a footprint 

of buyers stepping in at that level, telling us ₹2,350 is a price where buyers see 

value. Candlestick behavior like this – occurring at a key support price – often 

signals that the level is defended by buyers. 
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9.2. Swing Highs & Swing Lows – The Market’s Steps 

Price rarely moves in a straight line for long. Instead, it moves in waves or “swings” 

– a series of rises and falls, like a staircase. Swing highs are the interim peaks where 

an upward move runs out of steam and reverses down, and swing lows are the 

troughs where a decline bottoms out and turns back up. By identifying and 

connecting these swings, traders determine the market’s current trend. If each 

successive swing high is higher than the last, and each swing low is also higher 

than the last, it forms an uptrend (higher highs and higher lows). This structure 

indicates buyers are consistently pushing prices higher and stepping in at higher 

levels on each pullback. Conversely, lower highs and lower lows form a downtrend, 

showing sellers are in control. Sideways or equal-level swings indicate a range or 

consolidation, a tug-of-war with no clear winner. Recognizing these swing patterns 

is crucial for aligning with the trend.  

/ Example: During Nifty’s rally in 2021, if you connected the swing lows on the 

index’s daily chart, you’d notice each dip stopped at a level higher than the previous 

dip. Likewise, each subsequent rally peaked at a higher level than the prior rally. 

This stair-step pattern of rising swing lows and highs confirmed that buyers 

remained in control throughout 2021’s uptrend. A trader following these swings 

would have had confidence to “buy the dips” until the pattern changed. 

9.3. Trend Structure – The Market’s Direction 

Trends are the backbone of price action trading. A trend is the general direction in 

which the market moves over a series of swings. An uptrend means the overall 

direction is up (bulls in charge), a downtrend means the direction is down (bears in 

charge), and a sideways trend (or range-bound market) means neither side has 

lasting control – the market oscillates within a horizontal range. Understanding the 

trend is critical: it’s often said “the trend is your friend” because trading in the 

direction of the prevailing trend stacks odds in your favor. Price action traders look 

for the series of swing highs/lows (from 17.2 above) to define the trend. They also 

watch for changes in trend: for instance, if an uptrend starts making a lower high 

followed by a lower low, that’s an early sign the trend may be reversing downward. 

Similarly, a downtrend that starts making a higher low could signal an upcoming 

reversal upward.  

/ Example: ITC’s stock for a long period between 2019 and mid-2020 traded 

roughly between ₹190 and ₹220 – a sideways trend. The chart looked like a box, 

with price bouncing up and down between those support and resistance levels. This 

revealed a balance; every time price fell near ₹190, buyers emerged (support), and 
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when price neared ₹220, sellers took over (resistance). Eventually, in late 2020, 

ITC broke out above ₹220 decisively. That breakout marked the end of the 

sideways range and the beginning of a new uptrend – buyers finally overpowered 

the sellers at ₹220, starting a fresh rally. Recognizing that trend transition early 

gave a price action trader an edge in capturing the new move. 

9.4. Support & Resistance – The Market’s Memory Zones 

We covered support and resistance in detail in Chapter 15, but within price action 

they take on a special significance. These are price levels where the market has 

historically shown a strong reaction. Support is like a price floor where, in the past, 

buyers consistently showed up to prop the market up. Resistance is like a ceiling 

where sellers repeatedly emerged to cap the market’s rise. Price action traders pay 

very close attention to how price behaves when it approaches these memory zones. 

Does the price hesitate, form candles with wicks (indicating rejection), or even 

reverse sharply at these levels? Those are clues that the old support or resistance is 

still influential. Sometimes, if a support level is decisively broken, it can turn into 

a new resistance when price bounces back up to it (and vice versa) – this is called 

role reversal. Knowing these key levels in advance allows traders to anticipate 

where battles between buyers and sellers will intensify.  

/ Example: Infosys’ stock repeatedly found support near ₹1,200 during 2018–

2019. Every time the price dipped into the ₹1,180–₹1,200 zone, it quickly bounced 

back, showing that buyers fiercely defended that area. This “price memory” made 

₹1,200 a very important support level. Traders watching price action would note 

any bullish candlestick patterns or heavy volume buying around ₹1,200 as 

confirmation that support held again. Eventually, when that ₹1,200 support finally 

broke during the market turmoil of early 2020, the stock fell sharply through it – a 

sign that what was once a floor had given way. The intensity of the drop 

underscored just how important that zone had been. Later on, when the stock 

recovered, guess what level turned into a resistance hurdle? ₹1,200 – the market’s 

memory of that zone persisted. 

9.5. Momentum & Volatility – The Market’s Energy 

Price action is not only about direction, but also about the speed and force of the 

movement. This is where momentum and volatility come in. Momentum refers to 

the strength or intensity of price moves. Strong momentum is seen when price 

makes large strides in one direction with consecutive long-bodied candles (e.g. a 

series of big green candles in a rally shows bullish momentum). Volatility refers to 
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how much price swings around in general – a volatile market has wide, rapid 

swings; a low-volatility market has more subdued movement. By watching 

momentum, a trader can gauge conviction: slow, small gains might signal an 

uptrend losing steam, whereas accelerating gains signal growing bullish 

confidence. Likewise, a sudden increase in volatility (wide swings) often occurs 

around major news events or market turning points. Price action traders are 

cautious during ultra-volatile spikes but also recognize that high volatility can 

create big opportunities if read correctly.  

/ Example: In March 2020, as the pandemic panic set in, the Bank Nifty index 

(representing banking stocks) fell day after day with huge red candles – some 

single-day drops were on the order of 8-10%. That momentum on the downside 

indicated extreme fear and aggressive selling. The volatility was off the charts as 

well, with the index moving thousands of points in days. Later, in the latter half of 

2020 and into 2021, as conditions stabilized, we saw equally powerful momentum 

to the upside: banking stocks rallied with strong green candles in succession. The 

shift from large red candles to large green candles showed that momentum had 

decisively swung from sellers to buyers. A price action trader watching the size and 

color of the candles would have seen that transition in market energy and acted 

accordingly (either by exiting short positions or even reversing to long positions 

once bullish momentum took over). 

9.6. Market Context – The Bigger Picture 

No candle or pattern occurs in a vacuum; context is everything. Market context 

means understanding the broader scenario in which a price action signal is 

occurring. A bullish candlestick pattern appearing right at a long-term support 

level, for instance, carries far more weight than the same pattern appearing in the 

middle of a random price range. Always ask: Where is price relative to the bigger 

picture? Is the stock near all-time highs, or near last year’s lows? Is it trading above 

or below a key moving average or a known pivot? Are today’s price swings 

happening on a holiday-thinned volume or after a major news release? Price action 

signals must be interpreted in light of such context to separate meaningful signals 

from mere noise. For example, a small doji candle (indecision) on a quiet day might 

not mean much by itself. But a doji formed right at the 200-day moving average of 

Nifty after a long rally could be an early warning that the uptrend is stalling at a 

crucial benchmark. Or consider that the same price pattern can have opposite 

implications in different contexts: a bullish candle at a support zone is a potential 

buy signal, whereas a bullish candle appearing in an overextended rally at 

resistance might actually be a trap for late buyers. In essence, context turns price 
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action into a rich narrative rather than isolated signals. Always interpret “what” the 

price is doing in light of where it is doing it. 

/ Mini Recap: Price action trading is built on six key elements – (1) candlestick 

behavior, (2) swing highs/lows, (3) trend structure, (4) support & resistance, (5) 

momentum & volatility, and (6) context. Together, these form the grammar of the 

market’s language, allowing traders to read price charts like a story. By combining 

these elements, you can interpret the market’s messages (who’s in control, how 

strong moves are, where supply/demand zones lie, etc.) without needing external 

indicators. Mastery of these basics makes the difference between guessing and 

understanding what the market is conveying in real time. 

9.7. The Three Premises of Price Action 

Price action analysis rests on three timeless premises (foundational assumptions) 

that guide how we interpret raw price movements. These premises have their roots 

in classic Dow Theory and decades of market observation. They are: 

1. The Market Discounts Everything 

2. Price Moves in Trends 

3. History Repeats Itself 

Let’s examine each one in detail and connect them to practical trading insights. 

9.7.1. The Market Discounts Everything 

The first and most important principle of technical analysis (and thus price action 

trading) is that all available information is already reflected in the market price. In 

other words, the price chart is like a live scoreboard that instantly factors in all 

known news, data, and expectations. Whether it’s a company’s earnings results, 

economic data, government policy changes, or global events, the market absorbs 

and discounts this information often faster than any individual investor possibly 

could. Rather than waiting to read about news in tomorrow’s paper or on a website, 

a trader can simply watch the price – it will usually move as soon as (or even in 

anticipation of) the news, revealing the market’s collective reaction. 

This premise stems from the idea that markets are forward-looking. Investors and 

traders are constantly trying to price in not just what is happening now, but what 

they expect will happen in the future. Because of this, price movements often 

precede the official news. By the time you read a headline that a company had poor 

earnings or that the central bank hiked interest rates, the stock or index may have 
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already moved dramatically in the prior minutes or days. In fact, if the news is 

exactly as expected, the price might not move much at all at the moment of 

announcement – it was already priced in. It’s the surprises or deviations from 

expectations that cause the big jolts. 

From a price action trader’s perspective, “the market discounts everything” means 

that the chart tells you all the information that truly matters. You trust what you see 

on the tape (price and volume) rather than what an analyst or TV commentator says 

should happen. If a stock’s price is plunging, you assume some negative force 

(known or unknown) is at work; if it’s soaring, you assume positive information or 

sentiment is driving it. You may not know the why in real time, but you can see the 

what – and the what (price action) is what you trade. As legendary technicians 

would say, “News is irrelevant; it’s the market’s reaction to the news that counts.” 

It’s important to note that this premise doesn’t mean fundamentals or events don’t 

matter – rather, it means they matter only insofar as they impact price. Price is the 

final arbiter. Moreover, markets can also anticipate events before they happen, 

thanks to informed trading or widespread expectations. For example, if many 

market participants believe the central bank will cut interest rates next week, bank 

stocks might start rising this week in anticipation, well before the official decision. 

By the time the rate cut is announced, bank stock prices may even fall if the cut 

wasn’t as big as hoped – a classic “buy the rumor, sell the news” scenario. 

Regulatory Perspective: Because prices react so quickly to information, regulators 

like SEBI keep a close eye on unusual price movements that might indicate insider 

information leaking. The market’s ability to discount everything can sometimes 

sniff out news before it’s public – such as a stock suddenly surging on high volume 

a day before a big merger announcement. SEBI’s insider trading rules and 

disclosure requirements aim to ensure a level playing field, but the price action 

often provides the first hint that “something is up.” For example, if an insider 

secretly buys a company’s stock in large quantities ahead of a good earnings 

announcement, the price will likely rise from that buying pressure, tipping off 

observant traders that good news may be coming. In this way, price action can 

reveal the collective knowledge of many, even if not everyone knows the full story. 

Now, let’s break down some major factors that the market constantly digests and 

discounts into prices: 

Monetary Policy (Interest Rates): One of the most influential drivers of market 

prices is central bank policy. In India, the Reserve Bank of India (RBI) controls 

key interest rates (like the repo rate, reverse repo rate) and liquidity tools (like CRR 

– Cash Reserve Ratio for banks). Changes in these affect the economy’s money 
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supply and the cost of capital, which in turn affect stock valuations and business 

growth. Markets anticipate and react to monetary policy moves dramatically. For 

instance, if traders expect the RBI to cut rates (making loans cheaper), interest rate–

sensitive sectors like banking, housing, or autos often start rallying in advance. A 

rate cut is seen as pro-growth, so stock prices tend to rise leading up to and after 

such a decision – unless the cut is already fully expected. Conversely, talk of rate 

hikes (to curb inflation) can drag the market down, especially hurting sectors that 

rely on borrowing.  

Real-world example: During an emergency meeting in May 2020 amid the COVID 

crisis, the RBI aggressively cut the repo rate by 40 basis points. This unexpected 

easing of monetary policy injected optimism and liquidity into the market. Bank 

Nifty (the banking sector index) spiked nearly 8% over the following week as 

investors cheered the cheaper credit and support for the economy. Price action on 

banking stocks showed strong bullish candles and heavy volumes immediately 

upon the rate cut news, reflecting the market’s approval. The first stocks to react to 

any RBI policy change are usually banks and other rate-sensitive stocks, 

underlining how quickly the market prices in such information. (And indeed, you 

could see bank stocks moving even during the RBI Governor’s speech, minute by 

minute, as he announced policy measures.) 

Inflation Data (WPI & CPI): Inflation is another macro factor that markets watch 

like a hawk. In India, inflation is measured primarily via the Wholesale Price Index 

(WPI) and the Consumer Price Index (CPI). High inflation generally hurts 

corporate profits (input costs rise) and can lead to higher interest rates (as the RBI 

may hike rates to tame inflation), both of which are negatives for stocks. 

Conversely, moderate inflation or a surprise drop in inflation can boost market 

sentiment, as it gives the central bank room to be accommodative. Inflation data is 

released monthly by the Ministry of Statistics and Programme Implementation 

(MOSPI). Often the market will move immediately on the morning the CPI 

numbers are released, especially if the numbers deviate from expectations.  

Example: Suppose economists expected CPI inflation for the month to be 5%, but 

the actual figure comes at 6.5% (a big upside surprise). You might instantly see 

bond yields jump and stock indices pull back, pricing in the likelihood that RBI 

will consider rate hikes or that consumer spending might slow. Certain sectors, like 

consumer goods or autos, might fall more because higher inflation can crimp 

disposable incomes. Indeed, a high inflation print tends to send a bad signal to 

markets. On the other hand, if inflation cools significantly (say due to falling 

commodity prices), interest-rate sensitive stocks might rally in relief. The key is 

that the inflation number, relative to expectations, will be reflected in prices within 
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minutes as traders adjust their portfolios. The price action tells you the market’s 

verdict: a spike in inflation could see immediate sell-offs, whereas a benign 

inflation report could spark a broad rally. 

Economic Activity Indicators (IIP and PMI): Apart from inflation, several other 

monthly data points influence market sentiment. 

The Index of Industrial Production (IIP) is one such figure – it measures the growth 

of various industrial sectors and is a barometer of the country’s manufacturing 

health. A higher-than-expected IIP number (indicating vibrant production) often 

cheers the markets because it signals economic growth, while a weak IIP can 

disappoint and even increase pressure on the RBI to cut rates to stimulate industry.  

Similarly, the Purchasing Managers’ Index (PMI) – for manufacturing and services 

– is a survey-based indicator that gives a forward-looking sense of business 

conditions. PMI readings above 50 indicate expansion, below 50 indicate 

contraction. Markets, especially currency and bond markets, respond to PMI data 

as it often foretells the official production numbers. For example, if the 

manufacturing PMI unexpectedly jumps to, say, 55 (signaling strong expansion), 

you might see stock sectors like industrials or metals rise on optimism. If it plunges 

to 45, banks and cyclicals might fall, anticipating tougher times. Importantly, these 

data releases are scheduled events – traders usually have consensus forecasts, and 

the price will quickly discount the surprise component. A number in line with 

forecasts might have little lasting impact (since it’s “priced in”), whereas a surprise 

in either direction can trigger sharp short-term moves. Once again, the market price 

will tell you how the data ranks against expectations – if you see a sudden rally or 

drop at 10:00 AM on PMI day, you know the number must have been a surprise. 

Corporate Earnings & Fundamentals: At the micro level, a company’s own 

fundamentals – especially quarterly earnings results – are critical information that 

gets rapidly baked into its stock price. In fact, the quarterly earnings season is one 

of the most volatile times for individual stocks. Listed companies in India are 

required by SEBI to disclose their earnings every quarter (with audited financials 

each year), and they must do so within a set time after quarter-end (usually 30–45 

days as per regulatory timelines. The market doesn’t wait for a detailed analysis – 

it reacts immediately to the headline numbers and management commentary. If 

earnings beat the market’s expectations (often referred to as “street estimates”), the 

stock can gap up and rally strongly as traders and investors rush to price in higher 

profits. If earnings disappoint (profits or revenues come in below expectations, or 

future guidance is weak), the stock can tumble within minutes of the 

announcement.  
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For example, in April 2022, Infosys announced quarterly results that were weaker 

than analysts had anticipated. The very next trading session, Infosys shares fell 

about 9%, hitting an eight-month low. This plunge happened faster than any analyst 

report could be written – the price instantly reflected the earnings miss and what it 

implied for the company’s growth outlook. In fact, that 9% drop was Infosys’s 

biggest intraday fall in nearly two years, illustrating just how sharply the market 

can punish a negative surprise. Conversely, when TCS or Reliance or any large 

company reports better-than-expected numbers, you’ll often see their stocks spike 

up and sometimes lift the entire market sentiment. It’s not just the raw numbers 

either; any detail that affects future earnings (like a change in margins, new big 

contracts, management’s guidance for next quarter) will be digested and reflected 

in the price usually within seconds of becoming public. Traders often watch price 

action around results closely – for instance, if a stock initially spikes up on good 

results but then reverses and falls sharply, that price action might be telling you that 

the good news was already fully priced in or that there’s some concern 

overshadowing the beat. In short, a company’s fundamental news is fully 

discounted into its stock price almost instantly as thousands of market participants 

incorporate the information into their buy/sell decisions. 

Non-Financial Events: Apart from economic indicators and financial results, the 

market also has to discount unexpected, non-financial events that can have financial 

implications. These include things like natural disasters, pandemics, geopolitical 

tensions, or even social unrest. Such events can be tricky because they’re often 

unexpected and their impacts are uncertain. But once again, the initial and ongoing 

price action will encapsulate the collective wisdom (or fear) regarding the event. A 

dramatic example was the COVID-19 outbreak in early 2020. As the pandemic 

spread and countries imposed lockdowns, global markets crashed with 

unprecedented speed – the Nifty 50 and Sensex in India fell over 35% in a matter 

of weeks in March 2020. This collapse preceded the actual GDP data or corporate 

bankruptcies that came later; the market was rapidly discounting an anticipated 

economic shock. Conversely, when massive fiscal and monetary stimulus was 

announced worldwide to cushion the pandemic’s blow, markets bottomed out and 

began recovering strongly, pricing in a future rebound long before vaccines or 

normalcy arrived. Another example: in 2022, Russia’s invasion of Ukraine sent 

commodity markets into turmoil – crude oil prices surged past $100 a barrel 

overnight. The Indian stock market immediately reacted: airline and paint company 

stocks plunged within hours (higher oil prices mean higher fuel and input costs) 

while oil exploration companies and upstream energy stocks jumped, anticipating 

windfall gains. On February 24, 2022 (the day after the invasion), shares of 

InterGlobe Aviation (IndiGo airlines) fell over 7% intraday, and SpiceJet fell 
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around 4%, reflecting the expected hit to airlines from surging jet fuel costs. At the 

same time, oil producer ONGC’s stock rose about 4% that day as higher crude 

prices implied higher revenues for it. The market didn’t need to wait for quarterly 

results to know these effects – prices adjusted immediately to the new reality of 

$100+ oil. Other non-financial shocks can include things like a sudden change in 

government (say a surprise election outcome or a major policy change) or even 

events like demonetization was in 2016 – the market took just minutes to start 

reacting to the news of currency notes being banned. The common theme is that 

any development that can influence future profits or risk appetite will get reflected 

in prices as soon as enough participants become aware of it. 

Politics & Policy Changes: Political events deserve a special mention. Elections, 

new government formations, and major policy or regulatory changes can have 

sweeping impacts on sectors and the market as a whole. Markets generally favor 

stability and pro-growth policies, so a positive political outcome can spur a rally, 

whereas political uncertainty or unfavorable policies can drag prices down. And 

crucially, markets will often move ahead of known political events (like elections) 

based on expected outcomes. 

For instance, the 2014 Indian general elections were a landmark event for the 

markets. Well before the actual results, as opinion polls and exit polls started 

indicating a strong majority for Mr. Narendra Modi’s pro-reform, pro-

infrastructure government, Indian stocks surged. By election result day in May 

2014, the NSE Nifty index had already risen roughly 20% from the levels of the 

previous year when Mr. Modi was announced as the Prime Ministerial candidate. 

Bank stocks and infrastructure stocks were among the biggest gainers, hitting 

record highs on hopes of policy reforms and a revival in economic growth. The 

market effectively “priced in” the expectation of a business-friendly government 

even before the new government officially took charge. On the flip side, if an 

election were to result in a hung parliament or a regime seen as less market-

friendly, one might witness an immediate sell-off. Similarly, announcements of 

major reforms or regulations (like a sudden change in taxation, import duties, or 

industry-specific policy) see instant reactions. For example, when the government 

unexpectedly cut corporate tax rates in September 2019 to boost growth, it was a 

policy masterstroke that caught the market off guard in a positive way. Nifty 

erupted upwards by over 5% in a single day – one of the biggest single-day rallies 

in decades – as the market euphorically priced in the boost to corporate earnings 

from the lower taxes. In essence, political developments are quickly translated into 

winners and losers on the bourses: sectors like infrastructure, banking, defense, or 

healthcare can move sharply depending on government budget allocations or policy 
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emphasis. Price action around these events often shows increased volatility and big 

gap openings as the news hits. 

Budgets & Fiscal Policy: The Union Budget (the government’s annual financial 

plan) is the marquee scheduled event each year for the Indian market. In recent 

years, the Budget is presented on February 1st (it was moved up from the traditional 

end of February date to allow new measures to kick in from April). The Budget 

speech and the documents outline government spending, taxation proposals, and 

sectoral allocations. Because these decisions directly impact corporate profits (via 

taxes) and sector outlook (via government spending or incentives), the Budget has 

an immediate and pronounced effect on stock prices. The market often has its own 

wishlist or speculation leading into the Budget – and it will rally or decline in the 

days prior based on rumors. Once the Budget is revealed, you can see real-time 

price action across various sectors reflecting the announced measures. If the 

Budget, for example, increases the infrastructure spending significantly, 

infrastructure-related stocks (construction companies, cement, steel, engineering 

firms) may shoot up within minutes, as investors foresee higher order books for 

those companies. If there’s a new tax on, say, sugary drinks or luxury goods, stocks 

in those categories might plunge instantly. Example: In the 2017 Union Budget, 

the Finance Minister announced a cut in corporate tax rates for small and medium 

enterprises (companies with turnover under a certain threshold). This was a positive 

surprise for that segment. Immediately, stocks of many SME-focused companies 

and mid-cap indices jumped as the tax cut implied higher net profits going forward. 

Traders watching the live Budget ticker saw, for instance, mid-cap manufacturing 

firms spiking 5-10% on heavy volume within an hour of the announcement. 

Another example on the flip side: In one of the Budgets, excise duty on cigarettes 

was hiked, which directly hurt tobacco companies. As expected, the stock price of 

ITC Ltd (a major cigarette manufacturer and an index heavyweight) fell sharply 

during the Budget speech – in fact, ITC closed down about 3.5% that day due to 

the increased cigarette taxes. What’s remarkable is that such moves happen even 

before analysts have fully parsed the hundreds of pages of Budget details. The key 

points spread via newswires and the market’s collective mind does the rest – buying 

and selling in a frenzy until prices reach a new equilibrium reflecting the new 

information. Moreover, India’s Budget also encompasses the government’s fiscal 

policy stance (like the fiscal deficit target, borrowing, etc.), which can influence 

interest rates, bond yields, and indirectly equities. A fiscally prudent budget (lower 

deficit than expected, for instance) can boost stocks and bonds, whereas an 

expansionary, high-deficit budget might worry bond investors (causing yields to 

rise) and sometimes equity investors if it implies future inflation or borrowing 

crowd-out. 



176 

To summarize this first premise: the market is extremely efficient at absorbing 

information – be it economic, corporate, political, or global. All these factors (and 

more) we discussed are continuously analyzed and anticipated by thousands of 

participants, and the net effect of their actions shows up as price movement. By the 

time you consider acting on a piece of public news, chances are high that “Mr. 

Market” is already one step ahead. That is why price action traders trust the price 

– it is the end result of all known inputs. As the saying goes, “Charts don’t lie.” If 

something truly impactful occurs, you will see its impact on the chart, often 

immediately. 

Fiscal, Monetary, and External Threads – An Interconnected Picture: It is also 

worth noting that these triggers often overlap. A Budget is fundamentally a fiscal 

policy event, but it can affect inflation forecasts (thus monetary policy 

expectations) and is often influenced by the political climate. A global crude oil 

spike (external event) can blow a hole in the government’s deficit (a fiscal impact) 

and drive up inflation (a monetary concern) simultaneously. All these threads meet 

at one place: the price chart. A price action trader doesn’t need to be an expert in 

each domain; they need to watch how price reacts as each piece of news hits.  

For example, in Union Budget 2021, the government announced a massive increase 

in infrastructure spending. Even as the Finance Minister was speaking, 

infrastructure stocks like Larsen & Toubro (L&T) started climbing. By the end of 

the day, L&T’s stock had surged, reflecting the market’s instant optimism about its 

order book. Interestingly, this happened before many analysts had even finished 

reading the entire Budget document – a testament to the market’s discounting 

mechanism. In the same year, globally, when the U.S. Federal Reserve hinted at 

raising interest rates sooner than expected (a monetary policy shift in the U.S.), you 

could see our domestic IT stocks react negatively within minutes (since a stronger 

U.S. dollar or higher U.S. rates can impact Indian IT companies’ prospects). The 

key takeaway is: don’t try to outguess every news – instead, focus on the price. If 

you see a strong breakout or breakdown on heavy volume after an event, that price 

action is telling you the market’s verdict. You can always learn the exact reason 

later, but the trading opportunity is captured by reading the price reaction in real 

time. 

9.7.2. Price Moves in Trends 

The second core premise of price action (and Dow Theory) is that prices move in 

trends. Markets are not a random walk; once a direction is established, prices have 

a tendency to continue moving in that direction until something significant causes 

a reversal. In simpler terms: “An object in motion stays in motion unless acted upon 
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by an external force” – this physics principle loosely applies to market trends as 

well. When buyers are firmly in control (an uptrend), the path of least resistance is 

upwards, so prices will generally keep rising through minor pullbacks. When 

sellers dominate (a downtrend), prices will usually keep falling, and attempts to 

rally face resistance. This happens because trends feed on momentum and on the 

psychology of crowds – success breeds further success as more people notice the 

trend and join in (trend-following behavior). 

Why is this important? Because a trader who recognizes a trend early can simply 

ride it rather than constantly guessing tops or bottoms. Betting against the 

prevailing trend is often a losing proposition (unless you have clear evidence of a 

reversal) – as many contrarian traders discover to their peril. Markets do change 

trend eventually, but until they do, the existing trend is more likely to persist than 

to reverse on any given day. Thus, reading price action to identify the trend (higher 

highs/lows or lower highs/lows, as we did in the Core Elements section) is a 

fundamental skill. It saves you from going short in a strong bull run or going long 

in a steep selloff, which is akin to trying to swim against a strong current. 

/ Example: After the COVID-crash lows in March 2020, the Indian stock market 

began a remarkable uptrend. From April 2020 onward, the Nifty 50 started posting 

a series of higher highs and higher lows on the weekly chart, signaling that a bullish 

trend was in place. Despite the lingering negative news through late 2020 – 

concerning COVID case spikes, economic contraction, etc. – the market kept 

grinding higher. Price action traders who focused on the trend structure respected 

this uptrend and thus stayed bullish, making substantial gains. In fact, that uptrend 

lasted more than a year, taking Nifty from around 7,500 in March 2020 to new all-

time highs above 15,000 by early 2021. Traders who kept anticipating a crash or 

“fighting the tape” (because they thought the market had risen “too fast” or was 

disconnected from reality) often missed the rally or lost money shorting into it. The 

lesson was clear: trust the trend until clear signals of a reversal appear. Eventually, 

of course, trends do turn. By early 2022, there were signals (like a lower high in 

the indices and global factors turning bearish) that the tide might turn, and indeed 

we saw a significant correction. But until those reversal signals showed up, 

assuming continuation was the right play. Thus, this premise teaches us to identify 

the trend and trade in harmony with it rather than against it, which is a cornerstone 

of profitable trading. 

To operationalize this: always ask when you look at a chart, “What is the current 

trend?” If it’s up, favor long trades (or at least avoid aggressive shorts). If it’s down, 

be cautious with longs (maybe look for opportunities to short rallies). If it’s 

sideways, you might adopt mean-reversion trades (buy low, sell high within the 
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range) but be ready for a breakout. Price action provides tools (like trendlines, 

moving averages, or simply swing analysis) to confirm a trend. And remember, 

when trends do reverse, they usually leave tell-tale signs (like momentum 

divergence, a break of key support/resistance, etc.) – it’s rarely out of the blue. So 

by heeding trending behavior, you put probabilities on your side. 

9.7.3. History Repeats Itself 

The third premise is rooted in human psychology: history tends to repeat itself in 

the markets. This doesn’t mean the exact same price levels repeat, but rather that 

price patterns and market behaviors recur over time. The reason is that humans 

driving the markets tend to react in similar ways when faced with similar situations, 

especially under the influence of fear and greed. Emotions and crowd behaviors are 

constants across generations, so the patterns those behaviors create in price charts 

also reappear. 

In practice, this premise underlies the usefulness of chart patterns and technical 

signals. If certain configurations of price action (say, a particular candlestick 

formation or a chart pattern like a double-top or head-and-shoulders) consistently 

led to certain outcomes in the past, traders assume they will likely do so again in 

the future. Technical analysis is built on this statistical tendency of repetition. It’s 

why studying past charts is helpful – it trains your eye to recognize setups that have 

precedents. When we say "history repeats," it might be more accurate to say 

"humans repeat behaviors," thus the market outcomes repeat. In euphoric bull 

markets, people often become overconfident and bid prices to unjustified levels 

(bubbles), and in panics, they often overshoot to the downside. These phases have 

happened before (think of the Tulip mania of the 1600s, the Dot-com bubble of 

1999, or the Panic of 2008) and will happen again in some form because the driving 

emotions of greed and fear are hard-wired. 

For a price action trader, this means that learning classical patterns is worthwhile. 

The next time a pattern emerges that looks like something you’ve seen in history, 

you can anticipate that the result might be similar. 

/ Example: Consider the Head and Shoulders pattern – a well-known reversal 

formation that often signals a bullish trend is ending and about to reverse 

downward. This pattern was observed in stock charts as far back as the early 1900s 

and described in Dow Theory and other early technical analysis literature. 

Amazingly, it still appears in today’s markets across the world. Tata Motors or 

Reliance Industries in the 2020s could form a textbook head-and-shoulders top, and 

traders recognizing it may position for a decline, just as traders did with U.S. Steel 
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or General Electric stocks many decades ago when they saw a similar pattern. 

Likewise, Japanese candlestick patterns that were observed in rice trading in the 

1700s (like the Doji, Hammer, Shooting Star) show up on NSE stock charts and 

have similar implications about shifts in momentum or sentiment. Another 

instance: During bull market peaks, we often see a surge in volume and volatility, 

a last burst of buying (often called a “blow-off top”), followed by a sharp reversal 

– this happened in 2000, 2008, and 2021 in various asset classes, almost like a 

repeat script. Traders who study market history can sometimes foresee that a 

parabolic rise will likely end poorly, because it always has in the past. 

It’s important to clarify that history rhyming doesn’t make markets easy or 

perfectly predictable. Rather, it provides a contextual guide. We still have to 

manage risk because any given pattern can fail. But overall, this premise gives 

confidence to technical traders: those who fail to learn from market history are 

doomed to repeat mistakes, while those who do learn can potentially capitalize 

when others repeat those mistakes. In summary, human nature hasn’t changed, so 

the way price charts unfold (trends, patterns, bubbles, busts) has recurring themes. 

As a trader, being aware of those can significantly enhance your analytical edge. 

/ Mini Recap: The three premises of price action are foundational to why 

technical trading works. (1) Market Discounts Everything – all news and 

information (from RBI rate cuts to war news) gets quickly reflected in price, so the 

chart is often the best source of truth. (2) Price Moves in Trends – markets exhibit 

trends rather than random whipsaws, so it pays to trade with the trend until clear 

signs of reversal. (3) History Repeats Itself – patterns and behaviors reappear over 

time due to unchanging human psychology, meaning past chart signals can be 

useful guides for future price action. Keeping these premises in mind anchors your 

approach: you trust the price, you respect the trend, and you study past patterns – 

all to make better trading decisions in the now. 

9.8. Market Triggers 

In the previous section, we identified major forces like fiscal policy, monetary 

policy, economic data, and global events that the market continuously discounts. 

Now, we focus on practical aspects: as a price action trader, how do you read price 

movement when these triggers hit the market in real time? Essentially, this is about 

connecting price action with news/events. Often, the initial move after a news 

release is swift and emotional – but by watching price action closely, you can gauge 

whether the market’s reaction indicates follow-through or a fade. Let’s discuss a 

few common market triggers and how they tend to impact price action on charts. 
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9.8.1. Budget Announcements – The Nation’s Report Card 

The annual Union Budget is one of the biggest scheduled events for Indian markets 

each year. On Budget day, volatility surges across the board. Rather than just 

listening to the Finance Minister’s speech for content, a price action trader watches 

how different sectors’ stock prices react moment by moment. The Budget 

essentially tells the market which sectors might get tailwinds (through government 

spending, subsidies, tax cuts) and which might face headwinds (through tax hikes, 

reduced allocation, new regulations). This leads to immediate sector rotation 

visible on the charts. 

For example, if the Budget announces a significant increase in capital expenditure 

on infrastructure (roads, rail, urban development), you will likely see stocks like 

L&T, construction companies, cement and steel makers spike up within minutes. 

The price action may show large bullish candles and a surge in volume in these 

stocks as traders and investors position for higher future revenues in these areas. 

This actually happened during Budget 2021 and 2022 – infrastructure and capital 

goods stocks rallied strongly during the speech as the allocation to infrastructure 

hit record highs. Another scenario: if the Budget raises duties or taxes on a product, 

the companies producing that product usually see selling pressure immediately. We 

mentioned the example of ITC earlier – in a past Budget when excise duty on 

cigarettes was hiked, ITC’s stock dropped 3-4% during the speech itself, reflecting 

the market’s instant calculation that higher cigarette taxes could mean lower sales 

and profits. Similarly, a Budget that, say, cuts the income tax for the middle class 

might spur rallies in auto and consumer goods stocks (expecting higher disposable 

income and spending), whereas a budget that increases import tariffs on electronics 

might cause a brief rally in domestic appliance makers (less competition from 

imports) but a dip in retail electronic seller stocks (as costs rise). 

The key for a trader is not to predict every line of the Budget, but to observe the 

price action: which indices or sectors are breaking out? Are bank stocks suddenly 

surging (perhaps fiscal deficit is controlled or bank recap announced)? Is the Nifty 

Pharma index jumping (maybe some healthcare outlay or incentive announced)? 

These real-time moves give clues. Budget announcements also often cause 

whipsaws – an initial move one way and then a sharp reversal – especially if the 

fine print contains surprises that come out a bit later. A price action trader might 

wait for the initial volatility to settle and then trade in the direction of the dominant 

move that emerges. Generally, by Budget day’s end, the market will have picked 

its winners and losers from the policy changes, and the charts of those sectors will 

close near either their intraday highs or lows accordingly. A classic case was 

Budget 2017: it included a proposal to reduce corporate tax for smaller companies 
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(to 25% for companies with turnover up to ₹50 crore). The market hadn’t fully 

anticipated this. Within hours of this announcement, stocks of many small-cap 

companies and specific mid-cap indices rallied sharply, some gaining over 10% in 

a day as the lower tax directly boosted their earnings outlook. Price action traders 

who saw the breakout in the Nifty Midcap index or small-cap stock charts during 

the Budget could infer something favorable was announced for that segment 

(indeed it was the tax cut) and rode the momentum. In summary, on Budget day, 

watch the charts! They will tell you what the market likes or dislikes in the Budget 

far faster than any news commentary. And because budgets often have far-reaching 

effects, the price moves begun on Budget day can kick off multi-week trends in 

those sectors. 

(Side note: The Budget is now presented on Feb 1st each year. Traders often 

remember that date and the time – 11 am IST – and either choose to square off 

positions before the speech or brace for high volatility around that time. It’s one of 

those days where technical levels can be temporarily broken due to news flow, so 

one has to manage risk carefully. Many short-term traders avoid carrying large 

positions into the Budget to avoid getting caught in unpredictable swings.) 

9.8.2. Monetary Policy – RBI’s Interest Rate Decisions 

Every couple of months (and sometimes in between, during extraordinary times), 

the RBI’s Monetary Policy Committee (MPC) meets to review interest rates and 

other monetary tools. These events are closely watched by market participants, 

especially in the bond, currency, and banking stock markets. For equity traders, the 

RBI policy is a trigger primarily for banks, financial services, real estate, and other 

rate-sensitive sectors. A change in the repo rate (the rate at which RBI lends to 

banks) or the reverse repo rate (rate at which RBI absorbs liquidity) can alter profit 

scenarios for banks and borrowing costs for companies and consumers. 

Additionally, changes in CRR (Cash Reserve Ratio) – the portion of deposits banks 

must hold with RBI – can tighten or loosen available liquidity. 

From a price action standpoint, how do markets typically react? If the RBI cuts 

rates or is generally dovish (meaning they indicate a stance to support growth), 

bank stocks often rally, sometimes dramatically. Lower rates mean banks can 

potentially see more loan growth and maybe improved credit conditions (though 

very low rates can squeeze their margins, the sentiment effect usually dominates 

positively). Also, sectors like auto and real estate benefit from lower borrowing 

costs – so you might see the Nifty Auto index jump or realty stocks climb on a 

surprise rate cut. If the rate cut is expected and exactly delivered, the move might 

be more muted (since it was priced in). But if RBI surprises with a larger cut than 
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expected, an explosive rally in rate-sensitive stocks can occur intraday. We saw an 

example earlier: in May 2020, to combat the pandemic slowdown, RBI made a 

larger-than-usual rate cut of 40 bps (taking repo rate to an all-time low of 4%). 

Bank Nifty, which had been under pressure, spiked ~8% within a few days of this 

surprise easing, with that week showing one of the biggest green weekly candles 

of the year as short-sellers scrambled to cover. On the day of the announcement, 

almost every bank stock gapped up, and strong follow-through buying kept them 

rising, reflecting the infusion of optimism and liquidity. 

On the other hand, if RBI hikes rates or strikes a hawkish tone (to fight inflation), 

markets can react negatively. Banks fear higher borrowing costs might slow loan 

growth and potentially increase defaults, and for highly valued stocks, higher 

interest rates also mean a higher discount rate for future profits (affecting 

valuations). Thus, a surprise rate hike can send bank stocks down and also trigger 

broader market declines, as happened in mid-2022 when global inflation forced 

even India’s RBI to begin raising rates – the bank index saw swift sell-offs around 

those announcements. Beyond just rate changes, sometimes RBI policy includes 

other measures (like CRR changes, bond-buying programs, macro projections) – 

but rather than parse each detail, a price action trader will note the immediate trend 

in prices: are bank stocks breaking support levels after the policy? Is the rupee 

strengthening or weakening sharply? Those are votes cast by the market on the 

policy outcome. 

A useful real-time approach is to watch Bank Nifty’s chart during the RBI 

Governor’s press conference. Often, if market participants interpret the policy as 

good, Bank Nifty will break above intraday resistance and run; if bad, it will break 

support and slide. Price action can also sometimes reveal nuance: imagine RBI 

leaves rates unchanged (which might be neutral news), but in the commentary they 

warn about inflation (hawkish forward tone) – you might see an initial stable 

reaction (no cut, no hike, so nothing immediate) but then a gradual decline in 

banking stocks as the hawkish guidance is digested. Conversely, sometimes RBI 

might not cut rates, but if they announce some liquidity infusion or a regulatory 

tweak that helps banks (say, relief on provisioning or a one-time restructuring 

allowance), bank stocks could rally despite no rate change. By observing where the 

big candles and volume spikes occur on the chart, you discern what aspect of the 

policy the market cares about. 

In summary, RBI policy days are high-volatility sessions where price action is king. 

A trader should be cautious with positions but also ready to act if a clear move 

emerges. Typically, rate cuts = bullish (especially if unexpected or larger than 

expected) and rate hikes = bearish for markets, but context matters. And sometimes 
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the first move can reverse later once the full implications sink in, so trailing stop 

losses or booking partial profits is prudent when riding such news-driven moves. 

9.8.3. Fiscal Policy Surprises (Government Spending, Taxation 

& Reforms) 

While the Union Budget is the big set-piece fiscal event, the government can and 

does make important fiscal policy decisions throughout the year. These could be in 

the form of mid-year subsidy changes, stimulus packages, new reform 

announcements, or unexpected tax changes. Such moves can catch markets off 

guard (since they are not on a preset schedule like the Budget) and thus cause 

significant re-pricing of certain stocks or even the entire market. 

One dramatic example we discussed was the corporate tax cut of September 2019. 

In a bid to stimulate a slowing economy, the Finance Minister, out of the blue, 

announced that the base corporate tax rate for domestic companies would be 

slashed from 30% to 22% (effective rate ~25% with surcharges) and even lower 

for new manufacturing firms. This was a huge positive shock because it directly 

improved the earnings prospects for virtually all companies. The stock market’s 

reaction was instant and euphoric: on the day of announcement (which was a 

Friday, Sept 20, 2019), the Nifty index rocketed ~5% up, marking its best day in 

over 10 years. Many individual stocks, especially high tax-paying ones like certain 

consumer and industrial companies, jumped 10-15% in a single session. The price 

action was telling – huge upside gaps, long green candles, multi-fold rise in 

volumes – reflecting that traders and investors were scrambling to revalue stocks 

higher due to the lower tax regime (which meant higher net profits going forward). 

If you were a price action trader watching that unfold, even if you didn’t know why 

the market was suddenly up so much at 10 am, you would see key resistance levels 

on indices being blown away and broad-based buying. That would signal to you 

something fundamentally bullish had occurred, and joining the long side was wise 

once the initial volatility stabilized. Indeed, those who rode that surge saw the gains 

sustain as the reform’s significance sank in. 

Other non-budget fiscal moves include things like demonetization (a shock that hit 

certain sectors hard, e.g., real estate, gold, MSMEs – their stocks tanked on that 

unexpected policy in 2016), implementation or changes in GST rates (e.g., when 

GST rates for certain products are cut, stocks in those industries often rally on 

expectations of higher demand), or sector-specific packages (say, a telecom relief 

package causing telecom stocks to spike, or an export incentive scheme lifting 

textile stocks). The government might also privatize or divest stakes in public 
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sector companies – announcements around these (like naming specific PSUs for 

privatization) can cause those stock prices to leap, as seen when BPCL or Air India 

news came out. 

For a trader, the approach is: treat these like any breaking news – watch the charts 

of the affected sector or stocks. Often, you’ll see something like a PSU bank index 

suddenly climbing in the middle of an otherwise quiet day – that could be due to a 

government announcement of bank recapitalization or merger plans. By being 

tuned into price action, you might catch a move early, and then confirm the news. 

Since fiscal moves often have medium-term implications, the initial trend can 

continue for days or even weeks (like the 2019 tax cut fueled a rally that carried on 

into the next week as well. One precaution: sometimes news is rumored before 

official confirmation. Stocks might move on whispers (e.g., a newspaper reports a 

likely stimulus, stocks rally, but then if the official announcement is smaller than 

hoped, there could be a quick pullback). So managing positions around such times 

with trailing stops is important. Still, price action will guide you – if the rumor-

driven rally falters at a key technical level, be cautious; if it punches through 

resistance with volume, it’s signaling confidence. 

In sum, fiscal policy triggers outside the Budget can be like mini “budget” events 

focused on particular themes. They reinforce the lesson that markets reward 

positive surprises and punish negative ones immediately. Being on the right side of 

those moves requires staying alert and trusting the tape as it reacts to any 

government policy news. 

9.8.4. Global Events – When the World Sneezes, Our Market 

Catches a Cold (or a Fever) 

We live in a globally interconnected financial system. Indian markets are 

influenced not just by local news but also by events and trends around the world. 

Global triggers can be anything from a crash in US markets, a change in US Federal 

Reserve policy, a geopolitical conflict, a commodities boom or bust, to a pandemic 

in a far-off land. Price action reflects these influences often instantaneously due to 

modern communication and the presence of international investors in our markets. 

A classic example is the movement of crude oil prices. India is a large oil-importing 

economy, so when crude oil prices rise sharply, it’s usually a negative for India (it 

can worsen inflation and trade deficit). We saw this during the Russia–Ukraine war 

in 2022: as soon as news hit that war had broken out, crude oil spiked over 

$100/barrel. Within the same trading session, the stocks of Indian aviation 

companies like IndiGo (InterGlobe Aviation) and SpiceJet nosedived (because jet 
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fuel costs would balloon). Also, paint companies fell (since paint inputs are 

petroleum-derived), and tyre manufacturers dropped (synthetic rubber is oil-

based). Meanwhile, oil exploration and upstream oil companies (like ONGC) saw 

their stock prices surge, as they would benefit from selling oil at higher prices. All 

this happened within hours, purely based on the price action reacting to a global 

commodity shock and conflict news. If one were watching only domestic news, 

one might wonder why aviation stocks suddenly fell off a cliff on that day – but the 

chart tells the story if you link it with the global context. 

Another global factor is the U.S. Federal Reserve policy. We often find that if the 

Fed signals higher interest rates (or actually raises them), global investors may pull 

money out of emerging markets like India (seeking higher yields in the US or 

reducing risk). This can cause sharp sell-offs in Indian equities, especially in sectors 

that had attracted a lot of foreign investment (like financials or tech). For instance, 

in late 2018, when the Fed was raising rates and global yields rose, the Indian 

market saw a significant correction; price action in the Nifty showed a steady 

downtrend and heavy selling pressure on rallies during that period, reflecting that 

global funds were exiting. Conversely, when the Fed or other central banks turn 

dovish or print money (quantitative easing), a lot of that liquidity finds its way into 

emerging markets and our indices rally. The 2020-2021 bull run in India was in 

part fueled by unprecedented global liquidity and near-zero rates abroad, which 

was evident as FII (foreign institutional investor) inflows hit record highs – the 

price action of large-cap stocks was relentlessly bullish during the months the Fed 

was buying bonds aggressively. 

Geo-political crises (beyond war, even threats like North Korea firing missiles, or 

trade wars between major economies) can cause risk-off moves globally – you 

might see a sudden spike in gold prices (a safety asset) and a drop in equity indices 

worldwide. Indian market charts will often have those “air pockets” too – e.g., a 

sudden intraday plunge if some negative global news breaks during our market 

hours. Conversely, a swift resolution or an unexpected diplomatic breakthrough 

can cause a relief rally. For example, if the US and China resolve a trade dispute, 

metal and export-oriented stocks in India might jump in tandem with global 

markets. 

Finally, global economic trends matter: if global growth is accelerating, 

commodities and cyclical stocks rise (our metal companies like Tata Steel will rally 

if Chinese demand is booming, visible via price action and volumes in those 

stocks). If a global recession is feared, you’ll see sell-offs in economically sensitive 

sectors and perhaps strength in defensives (like pharma or consumer staples) as 
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investors rotate to safety. All these cross-currents show up in charts often even 

before our local news discusses them in depth. 

For a trader, the practical takeaway is: keep an eye on global indicators (like SGX 

Nifty, Dow futures, dollar index, etc.) if you trade Indian markets, because early 

morning gaps here are often driven by overnight global events. Then use price 

action at our market open – for instance, if there’s a big gap down due to a Wall 

Street crash but you see that after the first 30 minutes our index stops falling and 

forms a higher low, that might indicate the panic is passing and buyers are stepping 

in at cheaper prices. Or, if a gap up on global cues is sold into immediately (big 

wick on top of the first hourly candle), it might mean the optimism is fading. 

Essentially, global events set the stage, but the local price action tells you the final 

vote of our market participants. 

The Interconnection of Triggers – A Unified Market Reaction 

It’s important to understand that all these triggers—budget, policy, global events—

are not isolated silos. They often interact. A single development can have multiple 

facets. For example, consider a scenario: Oil prices spike globally (global event), 

this raises inflation expectations in India (economic data concern), which in turn 

leads to speculation that RBI will hike rates (monetary policy), and it also increases 

the government’s subsidy burden for fuel (fiscal impact). Such a scenario could see 

an initial sharp fall in markets due to the oil shock, then banks sliding further on 

rate hike fears, and perhaps government finances–linked concerns hitting 

sentiment. All these threads converge in the price action on the chart of the Nifty 

or various sectoral indices. 

For a trader, the beauty of price action is that you don’t necessarily need to analyze 

each thread separately in real time – you can observe their net effect on price. If 

multiple triggers align in the same direction (say, good fiscal news and good global 

cues together), you might get a very powerful trend day. If they conflict (good 

domestic news but bad global cues), you might get a choppy market that eventually 

chooses one direction based on which force is stronger. The price action will reveal 

which side is winning out. For instance, if despite bad global cues a positive 

domestic reform is announced and you see the market recover from an opening 

drop and start rallying – that tells you the domestic trigger is outweighing the global 

negativity in traders’ minds. 

Key Advice: Don’t try to predict the news, trade the reaction. Many have lost 

money positioning for an event that didn’t pan out the way they thought. It’s often 

smarter to wait for the event to occur, then watch how price behaves. If an outcome 

is genuinely game-changing, there will usually be an opportunity to jump in even 
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after the initial moment – because big trends unfold over multiple days or weeks. 

For example, you didn’t need to buy within the first 5 minutes of the 2019 tax cut 

news to profit; that rally had legs for days. Similarly, if a bearish development 

happens, rallies in subsequent days can be opportunities to sell if you read that the 

trend has turned down. Let price action be your confirmation filter. 

Finally, always manage risk during high-impact news. Price can gap beyond stop 

losses in extreme cases, so adjust position sizes or use hedges if holding through 

such periods. Tools like options can help to play event-based volatility while 

capping risk. But as this chapter emphasizes, your strongest tool is reading price 

action. If you get skilled at interpreting the market’s immediate response to triggers, 

you gain an edge in promptly aligning with the new reality while others are still 

processing the headlines. 
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Key Takeaways – Chapter 9 

1. Price action shows real-time market psychology—trade what price does, 

not what you think it should do. 

2. Markets discount everything—news, data, policy, and expectations get 

priced in almost instantly. 

3. Trends persist until proven otherwise—ride strength, don’t pre-empt 

reversals without evidence. 

4. History rhymes—recurring patterns work because human behavior 

repeats. 

5. Candles, swings, and structure reveal control—read higher highs/lows or 

lower highs/lows to align. 

6. Support/resistance are memory zones—watch reactions there for high-

quality entries/exits. 

7. Momentum and volatility signal conviction—big, fast moves mean strong 

participation; size risk accordingly. 

8. Context matters—a signal at a key zone outweighs the same signal in 

“nowhere” price. 

9. Budget/RBI/fiscal surprises move sectors first—follow decisive breakouts 

with volume. 

10. Macro prints (CPI/WPI/IIP/PMI) move price versus expectations—

surprises drive the swing. 

11. Earnings are instant catalysts—beats gap up, misses gap down; let reaction 

guide you. 

12. Global shocks (oil, Fed, war) rotate sectors fast—read the open, trade the 

follow-through. 

13. Don’t predict events—trade the reaction; wait for structure and 

confirmation. 

14. Keep risk tight on event days—smaller size, trailing stops, options for 

defined risk. 

15. Stay ethical and informed—SEBI-compliant disclosures level the field; 

the chart tells you if something’s off. 

 



189 

Flags, triangles, and consolidations that signal trend strength. 

In Chapter 18, we explored how price action and market triggers can cause sudden 

moves in the market. We learned that news, data releases, and unexpected global 

events often act like fuel that pushes prices sharply up or down. But what happens 

after those big moves? Do prices always reverse immediately, or do they sometimes 

pause before continuing in the same direction? 

This is where continuation patterns come into play. They act like the “rest stops” 

of a trend. Imagine you are on a long road trip: after driving for hours, you stop 

briefly at a petrol station—not to end your journey, but to refuel before continuing. 

Similarly, when a stock or index is in a strong trend, it often pauses and 

consolidates for some time, only to resume in the same direction afterward. 

10.1. What Are Continuation Patterns? 

Continuation patterns are chart formations that signal temporary pauses in an 

ongoing trend. Instead of reversing the direction, these patterns suggest that once 

the pause is over, the trend will likely continue in the same direction. 

● In an uptrend, they indicate buyers are taking a short break before 

pushing prices higher again. 

● In a downtrend, they suggest sellers are catching their breath before 

resuming the fall. 

These pauses are usually caused by a balance between buyers and sellers. For 

example, after a sharp rally, short-term traders may book profits, while long-term 

investors still believe in the stock and keep accumulating. This tug of war creates 



190 

a sideways or contracting formation, which eventually breaks out in the direction 

of the original trend. 

Real-Life Example 

Think about Infosys during its strong rally in 2020–2021. After rising sharply post-

COVID, the stock didn’t shoot up in a straight line. Instead, it moved sideways in 

short periods—forming flag and triangle-like patterns—before resuming its 

uptrend. Each pause gave traders an opportunity to enter the trend again without 

chasing high prices. 

Similarly, in a downtrend like what we saw in Yes Bank in 2019–2020, the stock 

often paused for a few weeks forming rectangles or descending triangles before 

continuing its slide. For beginners, spotting these pauses is crucial—they separate 

panic-driven trading from structured, disciplined entries. 

Why Are They Important? 

1. Help in identifying entry points within an ongoing trend. 

2. Provide early confirmation that the trend is still strong. 

3. Reduce risk of false entries—instead of buying at the top of a rally, 

traders can wait for consolidation and join when the trend resumes. 

10.2 Flags – Quick Pauses in a Trend 

Flags are among the most reliable continuation patterns in technical analysis, 

widely used by traders to identify opportunities during ongoing trends. The 

structure of a flag is simple yet powerful: it starts with a sharp price move called 

the flagpole, followed by a brief consolidation that slopes slightly against the 

prevailing trend. After this pause, the trend usually resumes in the same direction. 

Think of it like a sprinter running at full speed (the flagpole). At some point, the 

runner pauses to catch their breath (the flag), but the race isn’t over. With renewed 

energy, they continue running in the same direction. Similarly, in markets, the flag 

signals that the trend has paused temporarily but is preparing for another leg. 

A critical part of flags is volume behavior. The initial sharp move (flagpole) is 

usually backed by strong volume, which shows conviction in the trend. The 

consolidation phase witnesses lower volume as the market “rests.” Finally, the 

breakout (in bullish flags) or breakdown (in bearish flags) should be accompanied 

by a clear volume spike, confirming renewed market participation. 
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Bullish Flag : 

 

In the above bullish flag example, you can clearly see the sharp vertical move that 

forms the flagpole, followed by a downward-sloping consolidation phase—the 

flag. Notice how volumes drop during this pause and then rise again as the 

breakout occurs. A trader entering at the breakout point would aim for a target 

roughly equal to the length of the pole, which is marked in the chart. 

Bearish Flag : 
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Here, the opposite is happening. The stock first creates a strong flagpole 

downward, followed by a mild upward retracement inside parallel trend lines—

the bearish flag. Volumes again confirm the story: high selling activity during the 

drop, lighter activity during the pullback, and renewed selling volume at the 

breakdown. A trader entering short on the breakdown would project the next 

move equal to the length of the pole. 

Key Trading Insights on Flags 

● Bullish Flag: Enter on the upside breakout; volume should confirm. 

● Bearish Flag: Enter on the downside breakdown; volume should confirm. 

● Target: Measure the flagpole and project the same distance from the 

breakout point. 

● Stop-loss: Usually placed just outside the flag boundaries to protect 

against false breakouts. 

10.3 Pennants – Small Triangles with Big Implications 

Just like flags, pennants are continuation patterns that occur after a sharp move in 

price (called the flagpole). The difference is in their shape — instead of forming a 

rectangular channel, the price consolidates into a small symmetrical triangle, where 

both trendlines slope towards each other. This tight consolidation shows that the 

market is only pausing briefly before continuing in the direction of the previous 

trend. 

Pennants are usually short-term patterns that last for one to three weeks in daily 

charts or a few sessions in intraday setups. The psychology is simple: after a big 

rally or fall, traders book partial profits, but new participants keep entering, creating 

a tug-of-war inside a small triangular zone. Once the consolidation ends, prices 

often resume their original direction with strong momentum. 
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Bullish Pennant 

 

In the first chart above, you can see Infosys making a sharp upward rally forming 

a clear flagpole. After the rally, the stock consolidates into a small triangle 

(pennant) with falling volumes, which is a healthy sign of cooling-off. Finally, a 

breakout candle with rising volumes confirms that the uptrend is ready to continue. 

The target is typically measured by projecting the height of the flagpole from the 

breakout point. 

This is how traders use a bullish pennant: 

● Enter when the breakout candle closes above the pennant. 

● Place a stop-loss just below the lower trendline of the pennant. 

● Set the target equal to the length of the flagpole. 

Bearish Pennant : 
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The second chart shows Infosys during a downtrend. Notice the sharp fall forming 

the flagpole. After that, the stock consolidates into a small triangular pennant, with 

each rally being weaker than the last. Once the lower trendline is broken decisively 

with strong volume, the downtrend resumes. 

For bearish pennants: 

● Enter when the breakdown candle closes below the pennant. 

● Stop-loss is placed just above the upper trendline. 

● The expected target is the length of the flagpole projected downward. 

Why Pennants Work 

Pennants are powerful because they combine volume action with price action. 

During the consolidation phase, volumes contract, showing reduced activity, but 

once the breakout or breakdown occurs, volumes surge, confirming market 

participation. This mix of rest and explosion is why pennants are one of the most 

reliable continuation patterns in technical analysis. 

4 Key Takeaways – Pennants 

● Pennants form after a strong flagpole move, showing short-term 

consolidation. 

● Bullish Pennant: Appears in an uptrend and usually breaks out upward 

with volume confirmation. 

● Bearish Pennant: Appears in a downtrend and usually breaks down further 

with volume confirmation. 

● The breakout direction typically matches the prior trend (continuation 

pattern). 

● Entry is considered after a breakout candle with above-average volume; 

stop-loss below consolidation. 

● Target price is generally the same length as the flagpole projected from 

breakout point. 

10.4 Triangle Patterns – Compression Before Expansion 

Triangles are among the most common continuation patterns. They represent 

periods when the market compresses — price swings become narrower, and both 

buyers and sellers wait for a decisive breakout. Once the breakout happens, the 

prior trend usually continues with fresh momentum. There are three main types of 
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triangle patterns: Symmetrical Triangles, Ascending Triangles, and Descending 

Triangles. 

Symmetrical Triangle 

A Symmetrical Triangle occurs when the market makes lower highs and higher 

lows, forming two converging trendlines. This indicates that neither bulls nor bears 

are in full control, and price is consolidating before choosing a direction. The 

breakout can occur either upward or downward, but when it aligns with the prior 

trend, it tends to be stronger and more reliable. 

 

In the chart, Bharti Airtel consolidated into a symmetrical triangle, with volume 

gradually shrinking during the formation. Notice how the breakout came with a 

volume spike, confirming the continuation of the uptrend. Traders usually enter at 

the breakout candle with stop-loss just below the lower trendline. 

Ascending Triangle 

An Ascending Triangle is a bullish continuation pattern. It is formed when the stock 

makes higher lows while repeatedly facing resistance at the same horizontal level. 

This shows that buyers are becoming stronger and gradually absorbing the selling 

pressure at the resistance zone. A breakout above this level usually results in a 

strong upside move. 

In this chart, the price kept facing resistance at the horizontal line but continued 

forming higher lows. The eventual breakout came with volume confirmation, 
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signaling fresh buying interest. Traders often set their entry at the breakout and 

target a price move roughly equal to the triangle’s height. 

 

Descending Triangle 

A Descending Triangle is the opposite of the ascending triangle and is considered 

a bearish continuation pattern. Here, the price repeatedly tests a horizontal support 

while forming lower highs. This shows that sellers are becoming aggressive, 

pushing prices lower each time buyers attempt a recovery. Once the support is 

decisively broken, the downtrend usually resumes sharply. 
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In the chart, the stock kept testing the same support level while sellers created lower 

highs. When the support finally gave way, prices dropped quickly, continuing the 

prior bearish trend. A breakdown accompanied by rising volumes gives strong 

confirmation to this pattern. 

" Key Takeaways: 

· Symmetrical triangles indicate consolidation before a breakout, usually 

continuing the prior trend. 

· Ascending triangles are bullish, formed by higher lows against a horizontal 

resistance. 

· Descending triangles are bearish, formed by lower highs against a 

horizontal support. 

· Volume confirmation is critical in all triangle patterns for reliable 

breakouts or breakdowns. 

10.5 Rectangle Patterns – Sideways Consolidation Before the 

Next Move 

Rectangle patterns are another important continuation formation that shows the 

market taking a pause before resuming its trend. Unlike flags or pennants, which 

slope slightly, rectangles are more horizontal in nature. They form when prices 

move between two parallel horizontal lines — the upper line acting as resistance 

and the lower line acting as support. 

In simple terms, think of a stock running fast, then stepping onto a treadmill for a 

while. It moves back and forth without real progress until it gets off the treadmill 

and continues its earlier run. That sideways movement is what we call a rectangle 

pattern. 

Bullish Rectangle 

A bullish rectangle forms in the middle of an uptrend. After a sharp rise, buyers 

and sellers temporarily balance each other out, creating a sideways zone between 

support and resistance. Once the buying pressure builds again, the breakout 

happens on the upside, and the trend resumes strongly. 
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In the above bullish rectangle example, you can see how the stock rallied first, then 

traded in a sideways box for some time. The breakout candle on the upside 

confirmed the continuation of the uptrend. Traders generally take entry at the 

breakout level with a stop-loss just below the rectangle’s lower boundary. The 

target is often estimated by projecting the height of the rectangle above the breakout 

point. 

Bearish Rectangle : 

On the other hand, a bearish rectangle forms during a downtrend. After a sharp fall, 

the stock stops declining for a while and trades in a sideways range. This pause 

often traps hopeful buyers, but when the support line finally breaks, the selling 

pressure resumes, dragging prices even lower. 
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In the bearish rectangle shown above, the stock declined steeply first, then moved 

sideways in a box-shaped range. The breakdown candle below the rectangle’s 

support triggered a continuation of the downtrend. Traders generally enter short at 

the breakdown with a stop-loss just above the rectangle’s resistance line, while the 

target is projected downward equal to the height of the rectangle. 

Why Rectangles Matter 

Rectangles provide traders with a clear structure: 

● They define clear support and resistance zones. 

● They help traders plan entries and stop-losses with precision. 

● Breakouts and breakdowns from rectangles are often accompanied by 

volume confirmation, which adds strength to the signal. 

Key Takeaways – Rectangle Patterns 

● A rectangle is a sideways consolidation between horizontal support and 

resistance. 

● A bullish rectangle breaks upward, continuing an uptrend. 

● A bearish rectangle breaks downward, continuing a downtrend. 

● Entry is taken at the breakout/breakdown point with stop-loss beyond the 

opposite side of the rectangle. 

● Targets are generally equal to the height of the rectangle projected from 

the breakout point. 

10.5 Continuation Wedge Patterns – When Trends Narrow 

Before Breaking Out 

A wedge is a chart pattern that shows price movement contracting between two 

converging trendlines. Unlike channels that run parallel, wedges slope either 

upward or downward while narrowing over time. These patterns reflect a battle 

between buyers and sellers where momentum is slowly getting squeezed until one 

side takes control. 

In continuation analysis, wedges usually act as pauses before the original trend 

resumes. If the broader trend is bullish, a falling wedge often signals continuation 

to the upside. If the broader trend is bearish, a rising wedge generally confirms 

further downside. The psychology is simple: traders briefly push the stock in the 
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opposite direction, but the dominant trend eventually takes over with renewed 

strength. 

Bullish Wedge Pattern 

 

In a bullish wedge, prices usually consolidate downward or sideways within two 

converging lines after a strong rally. Volumes typically decline during the wedge 

formation, showing that selling pressure is weak. Once a breakout occurs on the 

upside with higher volumes, the trend often resumes strongly. 

Take the Tata Motors example shown above. The stock was already in a steady 

uptrend, then moved inside a narrowing wedge. Despite the short-term selling 

pressure, the breakout confirmed continuation of the original bullish trend. Traders 

often enter at the breakout candle, place a stop-loss just below the wedge, and target 

a move equal to the height of the wedge. 
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Bearish Wedge Pattern 

 

On the other hand, in a bearish wedge, prices drift higher inside converging upward 

lines during a downtrend. This may look like a recovery, but in reality, it is a weak 

pullback with declining momentum. Once prices break the lower boundary of the 

wedge on high volume, the downtrend resumes with force. 

The chart above shows a classic bearish rising wedge. Sellers eventually regained 

control after a temporary upward drift, leading to a sharp continuation of the 

decline. For traders, the ideal entry is at the downside breakdown, with stop-loss 

just above the wedge and targets set based on the height of the wedge formation. 

Key Trading Insights on Wedge Patterns 

● Wedges indicate slowing momentum, not a trend reversal. 

● Volume confirmation is critical—breakouts with strong volume are more 

reliable. 

● In uptrends, falling wedges are bullish continuation signals. 

● In downtrends, rising wedges are bearish continuation signals. 

● Stop-loss should always be placed just outside the wedge to guard against 

false breakouts. 

10.6 The Psychology Behind Continuation Patterns 

Every continuation pattern—whether a flag, pennant, triangle, rectangle, or 

wedge—tells a psychological story of how market participants behave during 

pauses in a trend. When prices move sharply in one direction, it excites one group 

of traders while exhausting another. Buyers may book profits after a strong rally, 
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while fresh sellers step in expecting a reversal. At the same time, long-term 

investors or trend-followers remain confident, quietly accumulating shares. 

This tug-of-war creates consolidation zones. The reason continuation patterns often 

break in the original trend’s direction is because the dominant force (buyers in an 

uptrend, sellers in a downtrend) never left the market—only paused. 

! Real Example: During the Infosys rally in 2020–21, the stock repeatedly 

formed bullish flags and ascending triangles after strong upward moves. These 

patterns reflected short-term traders taking profits while institutions continued 

buying, leading to breakouts that carried the stock even higher. On the other hand, 

Yes Bank in 2019–20 formed descending triangles during its decline. Retail traders 

tried to “catch the bottom,” but sellers remained in control, pushing prices lower 

after each pause. 

Understanding this psychology helps beginners see that chart patterns are not 

random drawings but a reflection of real money flows, emotions, and decision-

making in the market. 

10.7 SEBI Caution & Practical Trading Notes 

While continuation patterns are powerful tools for identifying entry points within 

an ongoing trend, SEBI repeatedly cautions investors that technical analysis does 

not guarantee success. Markets can defy expectations due to news, global events, 

or sudden liquidity shifts. 

That’s why beginners should always: 

● Use stop-loss orders to protect against false breakouts. 

● Combine chart patterns with volume confirmation and, wherever possible, 

with fundamental strength. 

● Avoid over-leveraging, as continuation trades can fail if the broader trend 

suddenly reverses. 

● Remember SEBI’s golden rule: Always trade or invest through SEBI-

registered intermediaries (Research Analysts, Investment Advisers, 

Brokers). 

#$%&' Practical Note: Even a perfect bullish flag can fail if sudden negative news 

hits the stock or the sector. For example, during 2022’s IT sector correction, 

many stocks broke down from continuation setups because global cues turned 

negative. Hence, always treat patterns as high-probability tools, not certainties. 
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10.8 Key Takeaways – Continuation Patterns 

1. Continuation patterns are pauses in an existing trend that usually resume 

in the same direction. 

2. Flags and pennants form after sharp moves and confirm continuation with 

volume spikes. 

3. Triangles signal consolidation, with breakouts guided by the dominant 

trend. 

4. Rectangles show sideways ranges that break in the trend’s direction. 

5. Wedges indicate slowing momentum but often resolve in line with the 

prior move. 

6. Psychology behind these patterns is a balance of profit-booking vs. 

accumulation. 

7. Always confirm with volume and risk management—patterns are tools, 

not guarantees. 

8. SEBI advises beginners to use stop-loss, avoid leverage, and rely only on 

SEBI-registered intermediaries. 
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Head & shoulders, double tops/bottoms — signals of trend reversal. 

In the previous chapter, we studied Continuation Patterns — flags, pennants, 

triangles, rectangles, and wedges — which show us that an existing trend is merely 

taking a pause before continuing its journey. But markets don’t always move in the 

same direction. Just as every long rally eventually slows down, every steep fall also 

finds a bottom. This is where Reversal Patterns come into play. 

11.1 What Are Reversal Patterns? 

Reversal patterns are chart formations that signal a possible change in the 

prevailing trend. If the market has been rising, these patterns hint that the upward 

journey may be nearing its end and a downward move could begin. Similarly, after 

a prolonged downtrend, a reversal pattern suggests that selling pressure may be 

exhausted and buyers could soon take control. 

Think of it like weather. Continuation patterns are like short pauses on a sunny day 

— clouds pass but the sun comes back. Reversal patterns are like the monsoon 

arriving after summer — the entire weather cycle shifts. 

Why They Matter 

For a trader or investor, spotting reversal patterns early is crucial because: 

● They provide timely exit points from a fading trend. 

● They highlight fresh entry opportunities at the beginning of a new trend. 

● They help reduce risk by avoiding trades that go against the larger market 

move. 
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11.2 Why Study Reversal Patterns After Continuations? 

The logical flow is simple: 

● First, you learned how to identify pauses in a trend (Chapter 19 – 

Continuation Patterns). 

● Now, you must learn when those pauses stop being pauses and actually 

signal a trend shift. 

SEBI repeatedly cautions traders against “trend chasing without analysis.” Many 

retail investors lose money by holding on too long during a reversal or by entering 

late in an exhausted trend. By studying reversal patterns, you prepare yourself to 

recognize these turning points with structure, not emotion. 

Real-Life Market Examples 

● Yes Bank (2018–2020): After years of uptrend, the stock formed a Head 

& Shoulders reversal. Once the neckline was broken, the trend flipped 

sharply from bullish to bearish. Early recognition of this pattern saved 

many informed investors from heavy losses. 

● Infosys (2020 COVID Crash): After a sharp fall, Infosys created a Double 

Bottom pattern around ₹600–650. Once it broke out, the stock reversed 

into a strong uptrend, nearly doubling over the next year. 

These examples show that reversals aren’t just textbook theory — they shape real 

market journeys and directly impact portfolios. 

11.3 Head & Shoulders Pattern – The Most Famous Reversal 

Formation 

Among all reversal patterns, the Head & Shoulders formation is the most well-

known and widely followed by traders and investors. It is powerful because it 

signals a clear shift in control between buyers and sellers, often marking the end of 

a major trend. 

The pattern comes in two types: 

● Inverse Head & Shoulders – signals the end of a downtrend and the 

possible start of an uptrend. 

● Standard Head & Shoulders – signals the end of an uptrend and the 

possible start of a downtrend. 
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11.3.1 Inverse Head & Shoulders (Bullish Reversal) 

The Inverse Head & Shoulders pattern usually forms at the bottom of a downtrend. 

It reflects the market’s struggle to stop falling and start rising again. 

● The left shoulder forms when prices fall to a new low but bounce back. 

● The head forms when prices drop even lower, but again recover strongly. 

● The right shoulder occurs when the decline is shallower, showing that 

sellers are losing strength. 

● A horizontal or slightly sloping neckline connects the highs between the 

shoulders and the head. 

When price breaks above the neckline with volume, it confirms the reversal and 

signals a new uptrend. 

 

In the attached chart, you can clearly see the three troughs—two smaller ones 

(shoulders) on either side of a deeper one (head). Notice how volume increases 

during the breakout above the neckline. This shows that buyers are regaining 

control, making it a strong bullish reversal signal. Traders often enter long positions 

on the breakout, placing stop-loss just below the right shoulder for protection. 
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Note on Variations: Sometimes the neckline may slope slightly downward or 

upward. The pattern still works as long as the breakout above the neckline is 

decisive and supported by volume. 

11.3.2 Standard Head & Shoulders (Bearish Reversal) 

The Head & Shoulders pattern usually appears at the top of an uptrend. It indicates 

that buyers are losing momentum and sellers are preparing to take control. 

● The left shoulder forms when prices peak and then decline slightly. 

● The head is created when prices rise to a higher peak, but then fall back 

again. 

● The right shoulder occurs when prices attempt another rise but fail to 

reach the previous high. 

● The neckline connects the lows between the shoulders and the head. 

When price breaks below the neckline with volume, it confirms the reversal and 

signals a new downtrend. 

 

In the chart, the left shoulder, head, and right shoulder are visible at the top of the 

uptrend. Notice how each peak gets weaker, and when the price finally breaks the 
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neckline with strong selling volume, the downtrend begins. Traders often enter 

short positions at the breakdown, with stop-loss just above the right shoulder. 

Note on Variations:Just like the inverse pattern, the neckline may not always be 

perfectly horizontal. What matters is the strength of the breakdown and whether 

volume supports the move. 

Key Trading Insights – Head & Shoulders Pattern 

● Inverse Head & Shoulders (Bullish): Appears at the bottom of a 

downtrend, signals trend reversal upward. 

● Standard Head & Shoulders (Bearish): Appears at the top of an uptrend, 

signals trend reversal downward. 

● Neckline Breakout: Confirmation comes only when the neckline is 

broken with strong volume. 

● Entry Point: Traders usually enter at the breakout (above neckline for 

inverse, below neckline for standard). 

● Target Projection: Measure the distance from head to neckline and 

project it from breakout point. 

● Stop-loss Placement: Commonly placed just below the right shoulder 

(inverse) or just above the right shoulder (standard). 

● Volume Role: Breakouts with strong volume give more reliable signals; 

weak volume breakouts are risky. 

● Neckline Variations: Can slope up or down slightly, but the logic of 

reversal remains valid. 

11.4 Double Bottom & Double Top 

After learning about the Head & Shoulders pattern, another widely recognized set 

of reversal signals is the Double Bottom and Double Top. These patterns are 

simpler, easier to identify, and highly effective for beginners to spot when a trend 

is losing strength and may reverse. 

11.4.1 Double Bottom – A Bullish Reversal Signal 

The Double Bottom is often compared to the shape of the letter “W.” It forms after 

a sustained downtrend when the price attempts to fall, bounces back, falls again to 

a similar low, and then rebounds strongly. This repeated testing of the same support 

level shows that sellers are losing strength, while buyers are stepping in with more 

conviction. 
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In the chart above, you can see how the price created the first bottom, attempted to 

recover, then came back down to form the second bottom at nearly the same level. 

The breakout above the resistance line (drawn at the peak between the two bottoms) 

signals the start of a new uptrend. Notice how volumes typically rise at the 

breakout, confirming that buyers are regaining control. Traders often use this 

breakout point as an entry, with a stop-loss placed just below the second bottom. 

11.4.2 Double Top – A Bearish Reversal Signal 

The Double Top looks like the letter “M.” It usually forms after an uptrend when 

the price tries to rise, gets rejected, makes another attempt to break the same 

resistance, and fails again. This repeated rejection shows that buyers are 

exhausted, and sellers are preparing to take charge. 
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In the chart above, the price reached a first top, pulled back, and then made a second 

top at roughly the same level. When the price broke below the neckline (the support 

between the two peaks), the trend reversed sharply downward. Volume 

confirmation plays a critical role here — a surge in selling activity at the breakdown 

point strengthens the bearish outlook. Traders usually enter short positions once 

the neckline is broken, keeping stop-loss above the second top. 

Key Takeaways – Double Top & Double Bottom 

● Double Bottom = Bullish reversal, shaped like a “W.” 

● Double Top = Bearish reversal, shaped like an “M.” 

● Volume confirmation is essential at the breakout/breakdown point. 

● Entry is taken on breakout of neckline, stop-loss near the bottoms/tops. 

● Targets are often projected as the height between neckline and 

bottoms/tops. 
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11.5 Triple Top & Triple Bottom – Stronger Reversal Signals 

Patterns like the triple top and triple bottom are natural extensions of the double 

top and bottom formations. The key difference lies in the added layer of 

confirmation. While double tops and bottoms show two failed attempts to 

continue the prior trend, triple formations show three distinct tests of a price zone, 

making them more powerful reversal signals. 

11.5.1 Triple Top Pattern 

A triple top forms after an extended uptrend when the price tests the same resistance 

level three times but fails to break above it. Each attempt shows that buyers tried 

pushing higher, but sellers defended the level strongly. Eventually, when the 

support line (drawn under the lows between the tops) breaks, the pattern confirms 

a bearish reversal. 

 

In the chart, you can see the price moving up in a bullish trend, testing the resistance 

three times at almost the same zone. Each peak (Top 1, Top 2, Top 3) shows buyer 

exhaustion. Finally, when the support line was broken, the trend reversed sharply 

into a bearish move. Traders often use this breakdown as an entry point for short 

positions, keeping a stop-loss just above the resistance zone. 

11.5.2 Triple Bottom Pattern 

A triple bottom is the mirror image, forming after a prolonged downtrend. Here, 

the price tests the same support level three times, and each time buyers successfully 
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prevent further decline. This repeated defense signals that sellers are losing 

strength. Once the resistance line (drawn across the highs between the bottoms) is 

broken, a bullish reversal is confirmed. 

 

In the chart, you can observe a bearish trend leading into the pattern. Price tests the 

support level thrice, each time bouncing back. Eventually, buyers gained strength, 

and the price broke above the resistance line, triggering a bullish trend. Traders 

typically look for confirmation in the form of increased volumes during the 

breakout before entering long positions. 

Trading Notes & SEBI Compliance 

● These patterns, while powerful, should not be used in isolation. SEBI 

advises that investors and traders must combine chart analysis with risk 

management, stop-loss placement, and volume confirmation. 

● False breakouts are common, so beginners should avoid over-leveraging 

and always validate with broader market context. 

● Triple tops and bottoms generally have stronger reliability than doubles 

because of the repeated tests, but they also take longer to form. 

Key Takeaways – Triple Top & Triple Bottom 

● Triple Top: Three failed attempts at resistance indicate a strong bearish 

reversal once support breaks. 

● Triple Bottom: Three successful defenses at support suggest a bullish 

reversal after resistance breaks. 
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● Volume confirmation is critical to validate the breakout. 

● Reliability is stronger than double patterns, but the formation requires 

patience. 

11.6 Rounding Bottom & Rounding Top 

When studying reversal patterns, some formations are slower and more subtle 

compared to sharp shapes like Double Tops/Bottoms or Head & Shoulders. 

Among these, the Rounding Bottom and Rounding Top stand out. They represent 

gradual shifts in market sentiment — almost like the market quietly turning 

around before showing its real direction. 

11.6.1 Rounding Bottom – The “U-Shaped” Reversal 

A Rounding Bottom is a bullish reversal pattern that typically appears after a 

prolonged downtrend. Instead of a sharp recovery, the price slowly loses 

downward momentum, starts flattening, and then begins to climb. This creates a 

U-shape curve on the chart. 

● At first, sellers dominate, pushing prices lower. 

● Gradually, selling pressure reduces, and the stock finds a support zone. 

● Buyers then start entering slowly, pushing prices up in a steady curve. 

● A decisive breakout occurs once the price crosses the horizontal 

resistance formed near the beginning of the pattern. 
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In the chart, notice how the stock drifts lower, flattens into a base, and then rallies 

upward. The shaded U-shape highlights the entire transition from bearish to bullish 

sentiment. 

This is often seen in strong companies after long consolidation phases. For 

example, large-cap stocks like Tata Steel or Infosys have historically formed 

rounding bottoms after extended corrections, paving the way for multi-month 

rallies. 

11.6.2  Rounding Top – The “Inverted U-Shaped” Reversal 

The opposite of a rounding bottom is the Rounding Top — a bearish reversal 

pattern. Here, the price moves upward for some time, slows down, starts flattening, 

and then gradually turns downward. This forms an inverted U-shape curve. 

● Initiatzlly, buyers dominate, pushing prices higher. 

● Gradually, buying weakens, and the market hits a saturation point. 

● Sellers then step in, leading to a slow but steady decline. 

● A decisive breakdown occurs once the price breaches the horizontal 

support line formed near the base. 
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In this chart, you can see how the stock’s upward energy fades away, peaks, and 

then transitions into a gradual decline. The shaded inverted U-shape shows the 

process of momentum shifting from buyers to sellers. 

This pattern is often observed at market tops — for instance, before corrections in 

stocks like Reliance Industries during overheated phases, where optimism peaked 

but eventually gave way to selling. 

Practical Trading View (SEBI-Compliant) 

● Rounding Bottom signals potential long entries once resistance is broken 

with strong volume confirmation. 

● Rounding Top signals potential short positions or exit points when support 

breaks decisively. 

● Traders must always combine these patterns with volume analysis and 

other technical tools like moving averages for confirmation. 

● As per SEBI’s investor protection guidelines, retail traders should avoid 

speculative trades based solely on patterns. Use them as supporting 

signals, not standalone strategies. 
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Key Takeaways 

● Rounding Bottom: A bullish reversal pattern forming a U-shape, signaling 

the end of a downtrend. 

● Rounding Top: A bearish reversal pattern forming an inverted U-shape, 

signaling the end of an uptrend. 

● Volume Matters: Breakouts with volume confirm reliability of the pattern. 

● Patience Required: These are long-term patterns, often taking weeks or 

months to complete. 

11.7 Cup & Handle and Inverted Cup & Handle 

Among reversal patterns, the Cup & Handle and its inverse version are widely 

recognized for their reliability. These formations occur when the market first shows 

a long, rounded structure (the “cup”) followed by a smaller pullback or 

consolidation (the “handle”). Once the price breaks out from the handle region, it 

usually signals a major shift in market direction. 

11.7.1 Cup & Handle Pattern (Bullish Reversal) 

The Cup & Handle is a bullish reversal pattern, often seen after a downtrend or 

long consolidation. The “cup” resembles a smooth, rounding bottom, showing that 

selling pressure is slowly fading and buyers are gradually returning. The “handle” 

forms when prices retrace slightly after the rally from the bottom of the cup. This 

pause gives the market time to gather strength before breaking above the neckline 

(resistance) 
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In the above chart, the cup is clearly visible with a smooth bottom. The handle 

forms as a short pullback before the breakout. Notice how the breakout candle 

crosses above the neckline with strong momentum. This signals that buyers have 

gained confidence, and a fresh uptrend can begin. Volume confirmation is crucial 

here—volumes should ideally rise at the breakout point to validate the strength of 

the move. 

11.7.2 Inverted Cup & Handle Pattern (Bearish Reversal) 

The Inverted Cup & Handle is the opposite and indicates bearish reversal. The 

“inverted cup” shows a rounding top, where buyers are losing control and sellers 

are taking over. The “handle” here is a small upward retracement after the initial 

fall. Once the price breaks below the neckline (support line), it usually signals a 

continuation of the downward trend. 

 

In the second chart, you can see the inverted cup formation at the top, followed by 

a short-lived handle. The breaking candle clearly pushes below the neckline with 

strong volume, confirming the bearish reversal. Traders often use this pattern to 

enter short positions, with stop-losses placed just above the handle to limit risk. 
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Key Takeaways – Cup & Handle & Inverted Cup & Handle 

● Cup & Handle is a bullish reversal, seen after downtrends or 

consolidations. 

● Inverted Cup & Handle is a bearish reversal, seen after uptrends. 

● Breakouts are valid only with volume confirmation. 

● Entry point: Breakout from handle; Stop-loss: just outside handle. 

● Target: Usually equal to the depth of the cup (measured from neckline). 

11.8 The Psychology Behind Reversals 

Reversal patterns are not just shapes on a chart—they reflect the changing 

psychology of market participants. When a stock is in an uptrend, buyers dominate. 

But eventually, valuations stretch, profit-taking begins, and sellers slowly gain 

control. This tug of war creates reversal formations like head & shoulders, double 

tops, or triple tops. 

For example, imagine a company stock like Infosys rallying strongly after positive 

quarterly results. Initially, every dip is bought, but after several weeks, the stock 

stops making new highs. Sellers begin to step in near the same resistance zone, 

creating repeated tops. What we see on the chart is a double top or triple top, but 

what it really shows is that buyers are losing conviction and sellers are gaining 

strength. 

On the flip side, in downtrends, panic selling often drives prices lower until they 

reach exhaustion. When buyers finally step in at attractive valuations, the stock 

begins forming patterns like double bottoms, inverse head & shoulders, or rounding 

bottoms. This reflects optimism returning gradually after fear has peaked. 

Understanding this psychology is crucial because it helps beginners realize that 

reversals don’t happen overnight—they are built over time, as market sentiment 

shifts from greed to fear, or from fear back to hope. 

11.9 SEBI Caution & Practical Trading Notes 

The Securities and Exchange Board of India (SEBI) emphasizes that chart 

patterns are supportive tools, not guarantees. A reversal signal, even if strong, 

does not mean traders should blindly enter positions. SEBI repeatedly warns 

against speculative trading without discipline. 
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● Volume confirmation is critical. A head & shoulders breakdown without 

strong selling volume may fail. Similarly, a double bottom breakout 

without rising volumes could be a false signal. 

● Stop-loss discipline must be followed. SEBI guidelines stress investor 

protection, and that means traders should never risk more than they can 

afford to lose. For example, placing stop-loss just below the neckline in an 

inverse head & shoulders helps control risk. 

● Avoid leverage without experience. Many retail traders get trapped in false 

reversals by trading with borrowed money. SEBI continuously monitors 

and restricts excessive leverage to protect beginners from huge losses. 

● Patterns must be combined with fundamentals and market context. A 

double top in a fundamentally strong stock during a bull market may fail. 

Hence, always validate with broader market trends. 

In short, SEBI encourages traders to use reversal patterns as guides for 

probability, not certainty, and to always combine them with proper risk 

management and fundamental analysis. 
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11.10 Key Takeaways – Reversal Patterns 

● Reversal patterns signal a shift in market psychology from buyers to sellers 

(or vice versa). 

● Head & shoulders is the most reliable bearish reversal, while inverse head 

& shoulders signals strong bullish reversal. 

● Double tops and bottoms highlight early signs of trend exhaustion. 

● Triple tops and bottoms give stronger confirmation but take longer to form. 

● Rounding patterns indicate gradual sentiment change, often forming over 

longer time frames. 

● Cup & handle and inverted cup & handle combine consolidation with a 

breakout or breakdown trigger. 

● Always confirm reversals with volume and stop-loss discipline. 

● SEBI cautions that no pattern is 100% accurate; combine with 

fundamentals and context. 

● Patience is key—rushing into trades before confirmation often leads to 

losses. 
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Moving averages, RSI, MACD and more — the trader’s toolkit. 

In the previous chapter, we explored major reversal chart patterns – from Double 

Tops to Head and Shoulders – that signal a potential trend change. But spotting a 

pattern is only half the battle. How do we confirm that a trend is truly changing or 

continuing? This is where technical indicators and oscillators come in. Think of 

chart patterns as road signs warning of a possible turn ahead, and indicators as the 

co-driver double-checking the route. In Chapter 12, we will see how tools like 

Moving Averages, RSI, and MACD act as confirmation tools rather than 

standalone buy/sell signals. In fact, experienced traders often combine these 

indicators with price patterns to validate trends. Our focus is on simplifying these 

concepts so that even a beginner can incorporate them into a trading toolkit 

confidently and in a SEBI-compliant, purely educational manner. 

Introduction: From Reversals to Confirmation 

In Chapter 11, you learned how to identify when a trend might reverse using 

patterns (for example, a Triple Top indicating a bullish trend might be ending). 

However, good trading practice is to seek additional evidence before acting on such 

patterns. Technical indicators serve as that evidence. They are like a second opinion 

– “Is this trend change for real?” – helping confirm what price action suggests. 

Importantly, indicators do not cause or predict moves by themselves; they reflect 

and amplify insights from price and volume data. For instance, after spotting a 

bullish reversal pattern, a trader might check if an oscillator like the RSI is also 

showing strengthening momentum, or if a moving average trend indicator aligns 

with the reversal. If the indicators agree with the pattern, it increases confidence 

that the trend change is genuine. Always remember: Indicators and oscillators are 

tools to confirm trends, not magic arrows that guarantee profits. Use them to 
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validate your analysis, not to override the basic story told by price and volume. 

With that principle in mind, let’s dive into three of the most popular confirmation 

tools – moving averages, RSI, and MACD – and see how long-term investors and 

positional traders can apply them in practice. 

12.1 Moving Averages: Guiding the Trend and Acting as 

Support/Resistance 

Moving averages (MA) are among the simplest yet most effective technical 

indicators for identifying the trend direction. As the name suggests, a moving 

average is just the average price of an asset over a specific number of periods, 

plotted on the chart for each new period. This creates a smooth line that “moves” 

along as time progresses. By smoothing out day-to-day price fluctuations, moving 

averages make it easier to see the underlying path – much like looking at a mountain 

range from afar to notice the overall rise or fall, rather than getting caught in every 

little hill and valley. 

Types of Moving Averages:  

There are two common types of moving averages – Simple Moving Average 

(SMA) and Exponential Moving Average (EMA).  

The SMA gives equal weight to all data points in the period. For example, a 5-day 

SMA of closing prices is calculated by adding the last 5 days’ close prices and 

dividing by 5. If a stock closed at ₹100, ₹102, ₹101, ₹105, and ₹110 over five days, 

the 5-day SMA would be ₹103.6 (which is the average of those five values).  

The EMA, on the other hand, assigns more weight to recent prices. This means an 

EMA reacts more quickly to a price change than an SMA. The calculation uses a 

multiplier (smoothing factor) – for instance, a 10-day EMA weights the latest price 

about 18.18%, whereas a 10-day SMA would weight each of the 10 days equally 

at 10%. Without diving into the math, the key point is: SMA = simple average 

(slower, good for filtering noise), EMA = weighted average (faster, good for 

catching recent trend shifts). Traders often prefer EMAs for shorter-term analysis 

because of their responsiveness, and might use SMAs for longer-term perspective 

to avoid overreacting to minor swings. 
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Significance in Trend Identification:  

Moving averages are trend-following indicators. They won’t predict a new trend 

early, but once a trend is established, they help you confirm it and stay with it. A 

classic rule of thumb: If price is above a long-term moving average, the trend is 

bullish; if below, the trend is bearish. For example, many investors look at the 200-

day moving average (approximately 40-week MA) as the line separating bull and 

bear markets. If a stock’s price stays above its 200-day MA, it’s generally in a long-

term uptrend; if it’s below, that could signal a downturn. Similarly, an intermediate 

indicator like the 50-day MA can indicate the medium-term trend. When price 

holds above the 50-day consistently, it suggests strong positive momentum. These 

moving averages also become dynamic support or resistance levels – in an uptrend, 

dips often bounce near the rising moving average (support), and in a downtrend, 

rallies often stall at the falling moving average (resistance), because many market 

participants watch these levels. 
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ICICI Bank on a weekly timeframe with 50-week EMA (blue) and 200-week EMA 

(black). Notice how the price sustains above both EMAs, indicating a strong bullish 

trend. The rising moving averages act as dynamic support – even when ICICI 

Bank’s price dips, it finds buyers near the 50 EMA, showing that the uptrend 

remains intact. Long-term investors holding this stock would feel confident as long 

as the price stays above these rising support lines, using them as a guide to trend 

strength. 

In the ICICI Bank chart above, the stock’s price is clearly riding above its 50-week 

and 200-week EMA. This alignment tells a story: bulls are in control across both 

medium and long-term horizons. If you were a positional trader who bought this 

stock during the uptrend, you might use the 50-week EMA as a trailing stop-loss 

guide – for example, deciding that if the weekly price closes below the 50 EMA, it 

could mean the uptrend is faltering and it’s time to protect profits. Some traders 

even call the 200-day/40-week MA the “line in the sand” for bull vs. bear territory; 

dipping below it after a long time can signal a major trend change. But until that 

happens, “the trend is your friend” – and the moving average is the visual 

embodiment of that trend. 

SMA vs EMA – which to use? There is no strict answer; it depends on your 

strategy. EMAs respond faster, so they might give quicker signals (useful for short-

term traders). SMAs are slower but can filter out noise (useful for identifying the 

big picture trend). Many traders use a combination: for example, a 50-day EMA to 

spot short-term trend shifts and a 200-day SMA to define the long-term trend. 

What’s important is consistency and understanding what each line is telling you 

about the market’s memory. If you are a beginner and a long-term investor, a simple 

approach could be: stick to one or two well-known averages like the 50 and 200-

day (or week) and observe how the price behaves around them. 
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EMA Crossovers – Golden and Death Cross: 

A powerful trend confirmation signal with moving averages is when a shorter-

period MA crosses above or below a longer-period MA. When a shorter-term 

moving average crosses above a longer-term moving average, it’s often called a 

“Golden Cross” – a bullish sign that momentum is shifting upward. The opposite, 

a shorter MA crossing below a longer MA, is known as a “Death Cross”, signaling 

potential bearishness ahead. These crossovers inherently combine information 

from two time horizons: when the quicker average (say 50-day) decisively 

overtakes the slower one (200-day), it means recent prices are consistently higher 

than longer-term prices, reflecting a positive change in trend. However, caution: by 

the time a crossover happens, a good portion of the move may have already 

occurred (since MAs are lagging indicators). Thus, crossovers are best used as 

confirmation of a trend change rather than early entry signals. 

 

 Eicher Motors (weekly) showing EMA crossovers. In 2018, the 50-week EMA 

(blue) crossed below the 200-week EMA (black) – a bearish “death cross” 

confirming a downtrend. Later, in 2020, the blue line crossed above the black line 

– a bullish “golden cross” indicating a trend reversal to the upside. Such crossovers 

help confirm major shifts in trend. 

In the Eicher Motors chart above, you can clearly see how moving average 

crossovers coincided with trend changes. When the stock’s fortunes turned down, 

the 50-week EMA eventually fell below the 200-week EMA, confirming that the 

long-term uptrend had given way to a downtrend. Traders who watch moving 

averages would note that as an extra confirmation (perhaps on top of any price 

pattern that formed near the 2018 peak). A couple of years later, as Eicher’s price 

recovered from its lows, the 50-week EMA climbed back above the 200-week 

EMA. This bullish crossover signaled that the longer-term downtrend had likely 
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ended – a new uptrend was taking hold. Positional traders who prefer not to catch 

a falling knife might have waited for this kind of confirmation before accumulating 

the stock. Once again, using a stop-loss around the EMA levels is common practice: 

for instance, after a golden cross, one might initiate a long position and consider 

placing a stop slightly below the longer MA (200 EMA) or the shorter one (50 

EMA), depending on risk preference. That way, if the crossover was false and price 

falls back under the support of these averages, the loss is limited. 

Key Takeaway: Moving averages simplify trend reading. They answer the vital 

question: “Which way is the market moving overall?” A quick glance at a chart 

with a 50 and 200 MA can tell you if the stock is in an uptrend, downtrend, or 

sideways. For beginners, they are friendly tools: green light when price is above 

and MAs are sloping up, red light when price is below and MAs slope down. Just 

bear in mind, they confirm and follow the trend – they don’t predict when a trend 

will start or end. Always use them alongside price action (for example, a reversal 

chart pattern breaking out above a 50-day MA with volume is far more convincing 

than the pattern alone). As a long-term investor or trader, let moving averages be 

your guideposts on the price highway, helping you stay on the right side of the trend 

and offering a logical place to adjust your strategy if the market veers off course. 

12.2 RSI (Relative Strength Index): Measuring Momentum and 

Overbought/Oversold Levels 

After trend, the next question is often about momentum: “Is this rally still strong 

or is it running out of steam? Is this decline overdone and likely to bounce?” The 

Relative Strength Index (RSI) is a popular oscillator that helps answer these 

questions. Developed by J. Welles Wilder Jr., RSI is essentially a momentum 

meter. It oscillates between 0 and 100, reflecting the magnitude of recent gains vs. 

recent losses over a given period (usually 14 days by default). In simple terms, RSI 

measures how fast and far prices have been rising or falling. If prices have been 

rising quickly, RSI will be high; if they have been falling sharply, RSI will be low 

How RSI Works: The RSI calculation compares the average of up moves to the 

average of down moves over the look-back period. The output is an index that tells 

us whether buyers or sellers have had the upper hand recently. An RSI of 50 is the 

midpoint – balance between bullish and bearish force. Readings above 50 indicate 

bullish momentum, and readings below 50 indicate bearish momentum. The classic 

thresholds are 70 for overbought (very strong upward momentum, possibly 

unsustainable) and 30 for oversold (very strong downward momentum, possibly 

overdone). When RSI goes above 70, the stock is considered overbought – meaning 
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it’s moved up too far, too fast and could be due for a pullback. When RSI goes 

below 30, the stock is oversold – it’s been beaten down significantly and might be 

due for a rebound. 

However, these numbers aren’t rigid rules; they are general guidelines. Markets in 

strong uptrends often see RSI hover in higher ranges without dropping to 30 – for 

example, RSI might oscillate between 40 and 80 during a prolonged bull run. In 

downtrends, RSI might live in the lower range, say 20 to 60, and hardly ever reach 

70. Because of this, traders sometimes adjust RSI interpretation based on the 

context. Rather than blindly selling at 70, they observe if the trend is robust (in 

which case RSI can remain above 70 for a while). Conversely, in a bear market, an 

RSI near 60 might already be as high as it gets before the next drop. 

RSI Zones and Their Interpretation (for a 14-period RSI): 

● Above 60 – Bullish Zone: The stock has strong momentum. Many traders 

see RSI crossing 60 as confirmation that an uptrend is in force (buyers are 

clearly stronger than sellers). In sustained uptrends, RSI often stays above 

40 and frequently tops out in the 70s, so staying above 60 is a healthy sign 

of strength. 

● 70 to 75 – Profit-Booking Zone (Overbought caution): When RSI enters 

the 70-75 range, it’s a signal that the price rally is quite stretched in the 

short term. Traders who are long begin to tighten stop-losses or take some 

profits here, anticipating that the rally could soon pause. Think of it as a 

yellow light – not necessarily a sell signal by itself, but a warning to be 

alert. Often, you’ll notice price struggles to keep making new highs once 

RSI consistently lingers above 70; any minor weakness can trigger some 

selling. 

● Above 80 – Extremely Overbought: This is a red zone for momentum – 

the stock is technically “too hot.” Over 80 RSI readings don’t happen 

often, and when they do, it’s often during a euphoric spike. While it’s a 

sign of very strong recent performance, it usually precedes a pullback or 

at least a cooling-off period. Traders avoid initiating new long positions 

when RSI is this high because the odds of a near-term correction are 

elevated. Instead, they watch closely for any reversal signals to lock in 

gains. (Note: In rare super-strong trends, RSI can stay above 80 longer 

than expected, but those cases are exceptions and involve other confirming 

factors.) 
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● Below 40 – Bearish Zone: Here the momentum is on the downside. When 

RSI slips under 40, it suggests sellers have the upper hand and a downtrend 

is likely in play. Just as above 60 supports a bullish case, an RSI under 40 

is often used to confirm a bearish bias – rallies from oversold levels might 

fade before RSI even gets to 60 in a persistent downtrend. Traders might 

consider RSI falling below 40 as a bearish entry or confirmation that it’s 

safe to be in short positions (with price action agreement, of course). 

● 30 to 25 – Profit-Booking Zone for Shorts (Oversold caution): When RSI 

falls into the upper 20s or around 30, the stock is quite oversold. This is 

akin to the 70-75 zone but for a down move – a caution zone where if you 

are holding a short position (betting on decline), you may start thinking of 

booking profits because the decline could be running out of momentum. 

Fresh short entries are generally avoided here because the risk of a bounce 

(mean reversion) grows. 

● Below 20 – Extremely Oversold: This is the mirror of the above-80 

scenario – an RSI below 20 is uncommon and indicates a potentially 

exhausted sell-off. At this stage, almost everyone who wanted to sell has 

likely sold, and the stock is deeply oversold. While it’s not a timing tool 

to catch the exact bottom, it’s a strong alert that downside may be limited 

ahead. Traders definitely avoid initiating new shorts when RSI is under 

20. Instead, they watch for reversal patterns or signs of accumulation to 

play a possible bounce. Many a time, a stock with RSI < 20 will soon see 

at least a relief rally. 

It’s important to note that RSI itself doesn’t tell you when exactly the reversal will 

happen – just that conditions are ripe for one. An overbought stock can stay 

overbought (with RSI in the 70s) for a while if the trend is strong, and an oversold 

stock can stay down if it’s in a severe downtrend. That’s why we use RSI as a 

confirmation tool. If you spot, say, a reversal candlestick pattern or a 

support/resistance break, RSI can hint if momentum agrees with what you see. For 

example, if a stock breaks out above a resistance and RSI was around 55 rising 

through 60, that momentum confirmation adds confidence to the breakout. On the 

other hand, if a stock makes a new high in price but RSI makes a lower high (not 

reaching the previous peak level), it’s a bearish divergence – momentum isn’t 

confirming the price strength, a warning sign (divergences are a more advanced 

concept, but worth mentioning as a peek into how indicators add depth to analysis). 
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Nifty 50 Index (Daily) with 14-day RSI. Notice how RSI climbed above 75 (circled 

area) as the index surged to a peak. This high RSI reading signaled an overbought 

condition – and indeed, the market saw profit-booking shortly after. Traders who 

recognized RSI above 75 took it as a cue to be cautious: some pared down their 

long positions, and the index eventually pulled back, illustrating how an extreme 

RSI can precede a trend slowdown or minor correction. 

In the Nifty 50 chart above, the RSI reached around ~76 (well into the overbought 

zone) at the same time the index was hitting a new high. If you were a beginner 

trading this, you might recall our discussion: above 75, time to consider booking 

some profits. Sure enough, the index struggled to push much higher from that point 

and began to drift lower as traders who heeded the overbought signal sold to lock 

in gains. Volume confirmation can make RSI signals even more powerful. In our 

example, if we also saw that volumes were tapering off as Nifty pushed to new 

highs (a sign of weakening buying enthusiasm), that would strengthen the case that 

an RSI above 75 is warning of a pullback. Generally, when using RSI: an 

overbought reading + declining volume = strong caution for bulls, and an oversold 

reading + a spike in buy volume = a potential turning point for bears to beware. 

Volume acts as a reality check; it can validate whether an extreme RSI truly reflects 

a one-sided market (e.g., huge volumes on a price spike with RSI 85 might indicate 

a blow-off top, whereas low volumes on that spike might indicate only a temporary 

exuberance). 

For long-term investors, RSI can be a useful barometer on weekly charts. If a 

stock’s weekly RSI has been hovering between 40 and 70 during an uptrend and 

suddenly pushes above 80 due to some euphoric rally, a prudent investor might not 

chase the stock at that point – instead, they might wait for a dip (the RSI cooling 

back to, say, 50-60) to add more, or at least be mentally prepared that “okay, a 5-



230 

10% correction wouldn’t be surprising now.” For positional traders, daily RSI helps 

time entries and exits: entering a long trade when RSI just emerges from an 

oversold region (say crosses above 30 with strong price action) can be a strategy, 

or exiting when RSI goes above 70 and shows the first sign of curling down can 

save some profits from evaporating. The key is, as always, to use RSI in 

conjunction with price patterns and trends – it is not a standalone green or red light. 

As one saying goes, “RSI is high for a reason – price has gone up; it will eventually 

correct, but don’t short just because it’s high. Wait for price to confirm.” So treat 

RSI as the market’s energy meter: it tells you if the market’s sprinting or panting, 

which helps you decide whether to go with the flow or anticipate a pit stop. 

12.3. MACD (Moving Average Convergence Divergence): 

Visualizing Momentum Shifts and Crossovers 

The Moving Average Convergence Divergence (MACD) indicator is another 

powerful tool for confirming trends and momentum shifts. The name sounds 

complicated, but it’s describing exactly what the indicator shows: the convergence 

(coming together) and divergence (moving apart) of two moving averages of price. 

In essence, MACD takes two EMAs (commonly a 12-period EMA and a 26-period 

EMA on a daily chart) and subtracts the longer EMA from the shorter EMA. This 

difference is plotted as the MACD line. Then, a signal line (which is typically a 9-

period EMA of the MACD line) is plotted on top of it. Additionally, the MACD 

histogram is drawn to show the difference between the MACD line and the signal 

line, usually as green or red bars above/below a zero center-line. 

If that sounds like a lot of lines, let’s break it down into simple parts: 

1. MACD Line (Fast Line) – This represents the gap between two EMAs of 

price (fast EMA minus slow EMA). For example, MACD(12,26) would 

use the 12-period EMA and 26-period EMA. When the MACD line is 

above 0, it means the shorter-term average is above the longer-term 

average, indicating an upward bias (recent prices higher than older prices). 

The farther above zero it is, the greater the upward momentum (the two 

averages have diverged widely). When the MACD line is below 0, the 

shorter-term average is below the longer-term average, indicating a 

downward bias. 

2. Signal Line (Slow Line) – This is an EMA (often 9-period) of the MACD 

line itself. Its job is to smooth out the MACD line’s fluctuations, acting as 

a trigger line. We compare the MACD line to this signal line to generate 

crossover signals. 
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3. Histogram – This is a bar chart that shows the difference between the 

MACD line and the signal line at each point in time (MACD minus 

Signal). When the MACD line is above the signal line, the histogram is 

positive (often shown in green), and when MACD is below the signal, the 

histogram is negative (shown in red). The histogram visually expands 

when the two lines diverge (indicating increasing momentum) and 

contracts when they converge (indicating weakening momentum). 

In practical use, MACD gives two types of information: trend momentum (by the 

height of the bars and whether MACD is above/below zero) and signal crossovers 

(when the fast line crosses the slow line). A bullish signal occurs when the MACD 

line crosses above the signal line, especially if that crossover happens below the 

zero line and starts moving upward (indicating a potential shift from downtrend to 

uptrend). A bearish signal is when the MACD line crosses below the signal line, 

especially if that crossover happens above the zero line and starts moving 

downward (a shift from uptrend to downtrend). The speed of these crossovers also 

matters – if the MACD line shoots up through the signal line rapidly, it suggests a 

sudden surge in momentum (perhaps an explosive rally). If it gently wiggles across, 

the signal might be less robust. 

Let’s clarify with the specific example settings mentioned: MACD (12, 24, 6). In 

this configuration, we use a 12-period EMA and a 24-period EMA for the MACD 

line, and a 6-period EMA for the signal line. These are slightly faster settings than 

the default (12,26,9) – by using 24 instead of 26 and a 6 instead of 9, the indicator 

will react a bit more quickly to price changes. Analysts sometimes tweak these 

periods to suit particular stocks or timeframes. The concept, however, remains the 

same. Our focus should be on how to read the MACD: 

● MACD above 0: Short-term trend is stronger than long-term trend (bullish 

bias). If the bars are growing taller green, momentum is increasing in the 

upward direction. 

● MACD below 0: Short-term trend is weaker than long-term (bearish bias). 

If bars are growing longer red, downward momentum is accelerating. 

● Crossover up (MACD line crosses from below to above signal line): 

Momentum shift up. Traders see this as confirmation that a down move 

has ended and an up move is beginning (especially if, say, it coincides with 

price breaking a resistance or a chart pattern breakout). 

● Crossover down (MACD line crosses from above to below signal line): 

Momentum shift down. Used to confirm that an uptrend might be faltering 
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or reversing down. Often this might occur after a bearish chart pattern 

triggers or a support breaks, adding confidence to the bearish case. 

● Histogram rising or falling: Even before a crossover occurs, changes in the 

histogram can warn of momentum shifts. For example, in an uptrend, if 

the green histogram bars start shrinking (even though price is still inching 

up), it shows that the MACD is getting closer to the signal line – 

momentum is fading, a possible early sign of a trend losing steam. 

Conversely, if a downtrend’s red bars start shrinking, it hints that the 

selling wave is running out of power. 

 

ICICI Bank (daily) with MACD (12, 24, 6) indicator. Several key features are 

highlighted: a bullish crossover where the MACD line (black) crosses above the 

signal line (red), leading to a strong rally (note the histogram turning green as 

momentum builds); later, a bearish crossover where the black line falls below the 

red, corresponding with a price decline (histogram flips red, showing momentum 

turning negative). The expansion and contraction of the histogram bars illustrate 

when the trend’s momentum is strengthening or weakening. 

In the ICICI Bank MACD chart above, focus on two particular moments. First, 

observe the left-middle part of the chart where a bullish crossover occurs: the black 

MACD line surges up and crosses above the red signal line. Right at that point 

(vertical alignment with price chart), the stock price starts a solid upward move. 

The histogram which was red (below zero) flips to green and grows taller – 

confirming that the bullish momentum is accelerating. This would be a 

confirmation tool for a trader who perhaps saw a price breakout; the MACD 

crossover and green bars add confidence that “yes, this breakout has momentum 

behind it.” Now, later on, to the right, you’ll spot the MACD line peaking and 
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beginning to turn down, eventually crossing below the signal line. 

Correspondingly, the histogram which had been green starts shrinking and finally 

goes red. Around this period, the price, which had been rising, starts to flatten out 

and pull back – a signal that the rally is weakening. A positional trader who rode 

the earlier uptrend might see this MACD bearish crossover as a cue to tighten stops 

or take partial profits, especially if other signs (like maybe the price hitting a known 

resistance or RSI showing overbought) concur. 

One more aspect to note: MACD center-line cross. When the MACD line itself 

crosses above the zero line, it means the shorter EMA has overtaken the longer 

EMA – essentially, momentum has swung from negative to positive on an absolute 

basis. This often lags the initial crossover signal but is considered confirmation of 

a larger trend change. In our chart, after the bullish crossover, eventually the 

MACD line goes from negative territory to positive (crossing zero), underscoring 

that the stock’s trend has turned bullish in the bigger picture. For long-term 

investors, a weekly MACD center-line crossover can be quite significant – for 

example, if a stock’s weekly MACD had been below zero for many months 

(indicating a long-term downtrend) and then rises above zero, it suggests the long-

term trend might be turning up. They may use that knowledge to filter their stock 

picks (favor those with improving long-term momentum). 

For beginners, the MACD might appear a bit complex at first (two lines and a 

histogram), but with a little practice, it becomes one of the most visually intuitive 

indicators. It literally draws you a picture of how two key moving averages are 

behaving: converging, crossing, diverging. Just remember: green means 

momentum up, red means momentum down; widening gap means momentum 

increasing, narrowing gap means momentum slowing. It’s like watching two racers 

(the fast EMA and slow EMA). The MACD line shows how far ahead the fast racer 

is. The histogram shows whether the distance between them is growing or 

shrinking. If the fast racer starts slowing down (MACD line approaches the signal), 

the histogram shrinks – a race that was once clearly dominated by bulls is tightening 

up, maybe the bears are catching up, indicating a possible change soon. 
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Putting It All Together for Confirmation 

We’ve covered a lot: trend-following lines, momentum oscillators, and 

combination indicators. How do we use them together effectively? The best way 

is to let each tool play its role in confirming the story of the chart: 

● Start with Price and Patterns (Chapter 20’s lesson): Price is the primary 

source of information. Suppose you identify a reversal pattern like a Head 

and Shoulders topping out, suggesting a bullish trend might reverse to 

bearish. That’s your hypothesis. 

● Check an Indicator for Confirmation: Now bring in the indicators. Is the 

price now breaking below a key moving average support (say the 50-day 

MA) as the pattern completes? If yes, the moving average is confirming 

the breakdown – the trend is shifting. Is the RSI dropping below 40 from 

previously bullish levels? That confirms momentum is swinging to the 

bears, lining up with the pattern’s implication. Did the MACD recently 

have a bearish crossover or dip below zero? That adds further weight that 

the trend is indeed turning down. 

● If Indicators Don’t Confirm, Be Cautious: Sometimes you might see a 

pattern but indicators are telling a different tale. For example, imagine a 

potential double-bottom pattern on a stock (bullish reversal hint), but RSI 

is stuck below 50 and MACD is still deeply negative and not yet ticking 

up. That could mean the pattern is not yet trustworthy – perhaps it’s a false 

signal. You might wait in such a case for RSI to push above, say, 60 and 

MACD to show a bullish crossover before acting on the pattern. By doing 

so, you filter out some false starts. Remember, no single indicator or 

pattern is right 100% – but when multiple signals converge, you are 

stacking odds in your favor. 

● Long-Term vs Short-Term Use: If you’re a long-term investor, you might 

give more weight to weekly chart signals. For instance, you could decide 

to hold a stock as long as it stays above the 200-day MA and the weekly 

MACD remains positive. You’re not concerned with daily wiggles; you 

want confirmation that the long-term trend (and the company’s prospects) 

are still intact. On the flip side, a positional trader with a 1-2 month view 

might rely on daily MAs (like 20-day, 50-day) and daily RSI/MACD to 

fine-tune entry and exit. 

● Volume and Other Factors: We touched on volume as confirmation. It 

bears repeating – always overlay volume in your analysis. Volume can 
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validate or invalidate an indicator’s signal. If moving averages are crossing 

bullish but volume is extremely low, the move might lack conviction. If 

RSI is flashing oversold but huge volume selling continues, the 

capitulation might not be over yet. As a SEBI-compliant guideline for 

educators: we stress that these tools improve your analysis, but none 

guarantee outcomes. They should be used to make informed, evidence-

based decisions, not blind bets. 

Finally, maintain a balanced, educational mindset when using indicators. It’s easy 

to get overconfident when an indicator gives a clear signal. But markets can and 

will defy indicators at times. No hype, no holy grails – just probabilities. The real 

value of indicators and oscillators is in helping you see what’s happening beneath 

the surface of price movement. They are your trend confirmation toolkit. Over time, 

as you gain experience (just like the 15+ years veteran trader who likely wrote this 

book), you’ll develop an intuition for which tools to rely on in different situations. 

You might find, for example, that you love the simplicity of moving averages for 

visual trend guidance, or that RSI suits your style for gauging entry/exit timing, or 

that MACD’s dual nature of trend and momentum gives you comprehensive 

confirmation. 

Always remember the golden rule: Price is king, but indicators are the advisors. 

They confirm, they alert, but you follow the price ultimately. Use them to stay 

disciplined – for instance, if your analysis says “I’ll stay in this trade as long as 

price is above the 50-day MA and RSI remains above 55”, then stick to that plan. 

These tools help remove emotion because they give objective reference points. And 

in the educational spirit of SEBI regulations, treat this knowledge as empowerment 

to make better decisions, not as investment advice or guaranteed methods. In 

trading, we deal in probabilities, and by confirming trends with multiple indicators, 

we aim to tilt those probabilities a little more in our favor. 

As we conclude this chapter, you now have a set of reliable friends on your chart: 

Moving Averages to outline the trend, RSI to check the trend’s heartbeat, and 

MACD to visualize momentum shifts. In the next chapters, we will continue adding 

to this toolkit and learn how to integrate these technical insights into a holistic 

trading or investing plan. Keep practicing by looking at charts and identifying these 

signals – with time, reading indicators will become second nature, and you’ll 

appreciate how they turn complex market moves into clearer, confirmable stories. 

Happy analyzing, and remember – every indicator is a tool in your hands, and how 

you use it (wisely, with risk management) makes all the difference. 
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12.4 Key Takeaways 

● Indicators and oscillators confirm trends; they should not be used as 

standalone trading signals. 

● Moving Averages (MA) smoothen price action and act as dynamic support 

or resistance. 

● SMA gives equal weight to all prices; EMA gives more weight to recent 

prices and reacts faster. 

● Price above 200-day MA = long-term bullish; below = long-term bearish. 

● Golden Cross (50 MA above 200 MA) signals bullishness; Death Cross 

signals bearishness. 

● RSI measures momentum on a 0–100 scale; above 60 shows bullish 

strength, below 40 shows bearish weakness. 

● RSI above 70–80 indicates overbought (profit-booking zone); below 20–

30 indicates oversold (possible bounce). 

● MACD combines fast and slow EMAs to track momentum shifts. 

● A bullish MACD crossover occurs when MACD line rises above the signal 

line; bearish crossover when it falls below. 

● The MACD histogram shows momentum strength: widening = trend 

strengthening, narrowing = trend weakening. 

● Always confirm indicator signals with price action and volume before 

taking decisions. 

● In trading, price is king; indicators are advisors that support disciplined 

decision-making. 
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 Identifying Potential Market Turning Points 

In the previous chapter, we saw how technical indicators and oscillators (like RSI, 

MACD, moving averages) help confirm the strength or momentum of trends. 

Fibonacci retracement complements these tools by pinpointing specific price levels 

where a trend might pause or reverse. In technical analysis, Fibonacci retracement 

levels give traders horizontal support and resistance lines based on the Fibonacci 

sequence. These levels are drawn on a chart between a significant swing high and 

low to highlight zones where price may stall or bounce. By converting abstract 

trend strength into concrete price targets, Fibonacci levels help systematic traders 

plan entries, exits, and stops. 

The Fibonacci concept originates from mathematics. In the 13th century, Italian 

mathematician Leonardo of Pisa (known as Fibonacci) introduced a number 

sequence in Liber Abaci that begins 0, 1, 1, 2, 3, 5, 8, 13, … (each number is the 

sum of the two preceding ones). A remarkable property of this series is that the 

ratio of each pair of successive numbers converges to about 1.618 – the famous 

“golden ratio.” In percentage terms, the inverse of 1.618 is ~61.8%. This golden 

ratio appears in nature, art, and even human DNA, and it fascinated early traders. 

Chartists discovered that price pullbacks often approximate these ratios. Thus in 

financial markets, Fibonacci levels (23.6%, 38.2%, 50%, 61.8%, 78.6%) became 

popular ways to mark expected support and resistance within trends. For example, 

Elliott-wave practitioners in the 20th century noticed that corrective waves often 

retrace close to Fibonacci percentages of prior waves, cementing these levels in 

trading lore. 

To calculate Fibonacci retracement levels, a trader first identifies two extreme 

points: a swing low and the subsequent swing high (for an uptrend), or a swing high 

and subsequent swing low (for a downtrend). The tool then divides the vertical 

distance between these points by the key Fibonacci ratios.  
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For! instance,! if! a! stock! rose! from! ₹100 to ₹200, the 38.2% retracement level 

would!be!at!₹100 + 0.382 × (200–100) ≈ ₹138.2. Similarly, the 61.8% level would 

be!near!₹100 + 0.618 × 100 ≈ ₹161.8. Most charting platforms draw horizontal 

lines!at!23.6%,!38.2%,!50%,!61.8%,!and!78.6%!of!the!range.!(Although!50%!is!

not!derived!from!the!Fibonacci!sequence!itself,!it!is!traditionally!included!as!a!

midpoint!level.)!In!an!uptrend,!these!lines!act!as!potential!support!levels!when!

price!pulls!back;!in!a!downtrend!they!become!resistance!lines!on!a!rally 

Fibonacci levels carry psychological weight because many traders know and use 

them. The “golden ratio” 61.8% and the shallower 38.2% level in particular are 

widely watched. As Investopedia notes, key levels like 38.2%, 50%, and 61.8% are 

popular because they “align with market psychology” and common 

support/resistance zones. When enough market participants crowd around these 

numbers with buy or sell orders, the levels often become self-fulfilling: price tends 

to react there simply because many expect it to. In fact, one analysis points out that 

Fibonacci levels often work as a sort of self-fulfilling prophecy, since “many 

traders use it, thereby influencing market reactions”. In practice, prices will often 

pause or reverse near these lines – especially in well-established trends – reflecting 

collective trader behavior around round or familiar ratios. 

Drawing Fibonacci on a chart (Canara Bank example) : 

 

Drawing Fibonacci on a chart (Canara Bank example – Bearish Case): 

 To understand how Fibonacci retracement works during a downtrend, let’s look at 

Canara Bank’s chart. Here, the most recent major swing high was near ₹121, and 

the swing low was around ₹76. By applying the Fibonacci retracement tool, we 

draw from the swing high down to the swing low. 
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The tool then marks retracement levels at 23.6%, 38.2%, 50%, 61.8%, and 78.6% 

of this decline. For instance, from ₹121 (high) to ₹76 (low), the 38.2% retracement 

lies near ₹93.6, the 50% retracement around ₹98.5, and the 61.8% retracement near 

₹103.4. These levels act as potential resistance zones where the price might struggle 

to move higher during a pullback within the overall bearish trend. 

On Canara Bank’s chart, you can see how the price reacts near these retracement 

levels — often pausing or reversing. This shows how Fibonacci retracements are 

useful not only in identifying support during bullish moves but also resistance 

during bearish pullbacks. In short, the principle is the same: connect the swing 

points, let the tool calculate the levels, and then watch how the market respects 

those zones. 

Bullish retracement example (Dixon Technologies): 

 

 In a strong uptrend, Fibonacci retracement helps traders identify healthy pullbacks 

where fresh entries can be made. On Dixon Technologies’ chart, the swing low is 

near ₹2,785 (mid-2023) and the swing high is around ₹19,223 (2025). Plotting 

Fibonacci from this low to high marks retracement levels at 23.6% (₹15,354), 

38.2% (₹12,701), 50% (₹11,007), and 61.8% (₹9,257). 

As the stock rallied sharply, a pullback was observed. Notice how Dixon corrected 

close to the 38.2% retracement level (~₹12,700) before finding strong buying 

interest. This bounce from 38.2% is a classic bullish setup: shallow retracements 

often indicate that buyers remain in control and the uptrend is intact. Traders 

typically view this level as a re-entry point, expecting the rally to resume. 

In such a case, a practical entry plan would be: 

● Buy near the 38.2% retracement (~₹12,700). 
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● Place a stop-loss just below the 50% retracement (~₹11,000). This limits 

risk if the uptrend weakens further. 

● First target can be a retest of the previous swing high (~₹19,223). If the 

breakout continues, traders may ride the trend with a trailing stop. 

On the other hand, had Dixon broken below the 50% retracement, it would have 

signaled caution: deeper corrections (50%–61.8%) often suggest a weakening trend 

or possible reversal. 

In summary, Dixon’s chart highlights how Fibonacci retracement levels guide 

traders in both risk management and timing entries. A bounce at 38.2% showed 

strength and continuation of the uptrend, while levels below 50% would have been 

a warning sign. 

Bearish retracement example (Aarti Industries): 

 

In a downtrend, Fibonacci retracement helps traders spot likely resistance zones 

where temporary rallies may stall before the decline resumes. On Aarti Industries’ 

chart, the swing high is near ₹655 (2024) and the swing low is around ₹345 (2025). 

Plotting Fibonacci from this high to low gives retracement levels at 23.6% (₹414), 

38.2% (₹465), 50% (₹500), and 61.8% (₹536). 

After the decline, the stock attempted to bounce back. Notice how each rally moves 

up into Fibonacci retracement zones. For example, if the price pulls up towards the 

38.2% level (~₹465) or the 50% level (~₹500) but then struggles and turns lower, 

that level acts as resistance. Sellers often step in at these zones, pushing the stock 

back down and keeping the bearish trend intact. 

For traders, this offers a clear plan: 
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● Short entries can be considered near key Fibonacci resistance levels 

(38.2% or 50%) when price shows signs of stalling. 

● Stop-loss can be placed just above the next Fibonacci level (e.g., above 

50% if shorting at 38.2%). 

● Targets are typically a retest of the swing low (~₹345) or new lower lows 

if the downtrend extends. 

On the other hand, if Aarti were to break convincingly above the 61.8% retracement 

(~₹536), it would suggest that bearish pressure is weakening, and the trend might 

be reversing. But as long as retracements fail to cross higher levels and price 

reverses downward, the Fibonacci zones act as “ceilings” in a downtrend, capping 

rallies just as they provide support in an uptrend. 

In summary, Aarti Industries’ chart shows how Fibonacci retracements guide 

traders in a falling market. Pullbacks into 38.2%–50% levels often present 

opportunities to re-enter shorts with controlled risk, while deeper breaks beyond 

61.8% signal caution against assuming further downside. 

Interpreting fib levels in real time: In practice, traders of all styles monitor 

Fibonacci lines for clues. A swing trader might wait for price to pull back to a 

38.2% or 50% level before adding to a long position in an uptrend, or to open a 

short in a downtrend. A positional investor could use a larger timeframe (weekly 

chart) and interpret a 61.8% retracement of a multi-month rally as a buying 

opportunity if the company fundamentals are sound. In all cases, confirmation is 

key: for example, a bullish candlestick pattern or oversold RSI at a Fib support 

bolsters the buy signal. Crucially, traders manage risk by using stops. A common 

practice is to place a stop-loss just beyond the next Fibonacci line. This way, normal 

volatility around one level won’t prematurely stop out the trade, but a decisive 

break through the line would exit the position. As Investopedia notes, traders often 

“place stop-loss orders just beyond the next Fibonacci level to prevent getting 

stopped out because of normal price fluctuations while protecting themselves 

against unexpected trend reversals”. This discipline keeps losses small if the fib 

level fails to hold. 

Using Fibonacci across trader styles: Different market participants use Fibonacci 

levels in their own way. A long-term investor might simply note a 38.2%–61.8% 

pullback on a monthly chart as a lower-risk entry zone in an otherwise healthy 

uptrend. A swing or positional trader, who trades daily charts, may actively buy 

and sell at fib levels. Even intraday traders sometimes glance at fib levels on a 

shorter timeframe to guide entries. Importantly, all must remember SEBI’s 

educational guidance on risk: no tool is infallible, and market conditions matter. 
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Fibonacci levels work best in clear trends. In choppy or range-bound markets, price 

often ignores these lines. In fact, analysts warn that retracement levels “are more 

effective when used alongside other technical indicators and market analysis, rather 

than as a stand-alone strategy”. Combining fib levels with trend direction, volume, 

or momentum readings is prudent. For example, if the 50-day moving average 

happens to lie near the 61.8% retracement, that confluence makes the level even 

stronger. Similarly, a spike in trading volume at a fib level indicates real conviction. 

On the other hand, a clean break of a fib level on high volume suggests the trend 

may have shifted, not just pausing. 

Confluence and caution: Fibonacci retracements shine when they align with other 

technical signals. Common confluence examples include a fib line coinciding with 

a prior support/resistance line, a round number, a long-term moving average, or a 

pivot point. When multiple tools point to the same price zone, traders have higher 

confidence in the level. Conversely, traders must guard against over-reliance. If 

price slices straight through a fib level, one should be ready to cut losses. Consistent 

with SEBI-compliant advice, it’s wise to remain flexible and confirm signals. 

Volume patterns can help – for instance, a low-volume probe above a resistance fib 

line might indicate a fakeout. Likewise, using indicators like RSI can provide 

context: an oversold RSI at a fib support is bullish, whereas a divergence at the 

level could warn of hidden weakness. In sum, fib levels are best viewed as alert 

zones rather than promises. Traders should use them as part of a structured plan, 

always with stops and secondary confirmation. 

Fibonacci retracement offers beginners a clear, rule-based approach to gauging 

likely turning points within trends. By focusing on scientifically derived ratios 

(23.6%, 38.2%, 50%, 61.8%, 78.6%) between a high and low, it translates the 

market’s natural “waves” into specific price targets. However, no technique is 

foolproof. As experts caution, these levels work best in strong trends and can give 

false signals in volatile, sideways moves. Always remember the educational intent 

of this tool: it guides where the market might react, but price will do what it will. 

Practically, combining Fibonacci retracement with trend analysis, volume study, 

and other indicators creates a more reliable trading plan. In the spirit of SEBI-

compliant guidance, traders should treat Fibonacci levels as one useful puzzle piece 

– use them wisely, manage risk rigorously, and avoid trading on them alone. 

Key Takeaways: 

● Fibonacci retracements are drawn between a recent swing high and low, 

marking potential support/resistance at 23.6%, 38.2%, 50%, 61.8%, and 

78.6%. 
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● These levels are based on the Fibonacci sequence and golden ratio; 38.2% 

and 61.8% (the “golden” levels) are most important. A shallow pullback 

(~38.2%) in an uptrend signals strong momentum. 

● In an uptrend, bounces near fib support (38.2%, 50%, 61.8%) suggest 

continuation; dropping below 50% often warns of weakness. In a 

downtrend, fib lines act as resistance. 

● Fibonacci levels become more reliable when confirmed by other factors 

(volume, moving averages, candlestick patterns, RSI). Always place stops 

beyond the next fib level to manage risk. 

● Use fib retracements with caution: they work best in clear trends. In 

choppy or sideways markets, price may ignore these lines. Treat them as 

one tool among many, not a guaranteed signal. 
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Spotting real breakouts, avoiding false ones, and planning entries. 

A breakout in technical analysis is when price decisively moves above a known 

resistance level, signaling that buyers have overcome sellers and are gaining 

control. A breakdown is the opposite: price falls below a support level, indicating 

sellers have taken charge. Psychologically, breakouts often occur when trader 

enthusiasm and confidence surge (buyers “break the dam”), whereas breakdowns 

reflect panic or strong selling pressure. Structurally, a breakout or breakdown 

marks a shift in market range – the old ceiling or floor has given way, suggesting a 

new trend may be starting. In this way, breakouts and breakdowns complement the 

pullback tools like Fibonacci retracement from the previous chapter: while 

Fibonacci levels catch mid-trend bounces, breakouts signal when price escapes 

those bounds to continue a trend. 

For traders, the key is telling real breakouts from traps. A genuine breakout tends 

to follow a period of consolidation or “accumulation” where institutions quietly 

build positions (sideways price action on high volume). It then bursts out with 

conviction: a long candlestick body (often clearing at least 50% of the consolidation 

range) and a spike in volume. Technical indicators can confirm strength: for 

example, the RSI supporting the move (not deeply oversold or overbought) and 

other tools like moving averages or OBV aligning in the breakout direction. 

Conversely, breakouts often fail when these conditions are missing. A small 

candlestick body (less than half the range) suggests hesitation. Low trading volume 

on the move implies lack of commitment – without many buyers, price may slip 

back into the prior range. Also, if the RSI is in extreme territory (e.g. below 30 in 

a breakdown), it warns the stock is likely oversold and may bounce rather than 

continue lower. In short, a breakout without volume or following an extreme RSI 

condition often turns out to be a short-lived “fake-out,” trapping eager traders. 



245 

 

The Bank Nifty daily chart here illustrates a failed breakdown. Price slid below the 

prior support line, but notice how it simply kept falling in a straight decline without 

pausing or reversing. There was no flat “accumulation” base with higher volume 

to indicate any big buyers were stepping in. In fact, institutional investors usually 

accumulate shares over time in sideways ranges before pushing price up. Since 

Bank Nifty’s drop lacked that period of stable sideways volume, the move had no 

solid footing. As a result, the market quickly turned back up above the support – 

the breakdown could not hold. This example reinforces that big players tend to act 

only after a build-up zone appears, and a rapid price slide with no base is unlikely 

to sustain 

 

In the Bajaj Finance chart, the breakdown is invalid for a couple of reasons. 

Although the price closed sharply below the green support line with a strong red 

candle, the volume on that move was weak (unshown but implied), and importantly 
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the RSI was very low (around 27). An RSI under 30 means the stock is oversold, 

suggesting a bounce is more probable than further collapse. In other words, the 

market had already sold off too much too fast. Even the powerful-looking candle 

cannot guarantee continuation when buyers are exhausted. Without strong volume 

to back the move and with RSI in oversold territory, this sharp dip was likely a 

brief panic move. Indeed, the price snapped back up soon after – a classic false 

breakdown. This highlights that traders should be cautious of breakouts following 

an extreme RSI reading and look for volume confirmation 

 

In contrast, the Mazagon Dock weekly chart shows a textbook valid breakout. After 

a period of consolidation, price surged above the resistance with a tall green 

candlestick. Note the candle’s body: it fills roughly 90% of its high-to-low range, 

far exceeding the 50% threshold for strength. This indicates decisive buying. 

Importantly, this breakout candle also had a healthy surge in trading volume (not 

pictured here), confirming heavy participation. There are no significant resistance 

levels above for some distance, meaning the uptrend has room to run. A prudent 

stop-loss is placed just below the breakout candle’s low, and a target is set about 

three times that risk (a 1:3 risk-reward). This clean setup—strong candle body, 

volume, and no obstacles—gives confidence that the move is genuine. 

To avoid false breakouts, traders should be patient and use multiple checks. Always 

wait for the candlestick to close past the key level rather than jumping in mid-move. 

A retest of the broken line that holds as new support (for breakouts) or resistance 

(for breakdowns) can provide extra confirmation. Watch the volume: a true 

breakout usually comes with a volume spike, while a quick rejection often has 

below-average volume. Also consider oscillator readings: if RSI or Stochastics are 
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extreme, be skeptical of a sharp move in the same direction. Always plan the trade: 

set a stop-loss below the breakout candle (or above for breakdowns) and a clear 

profit target. This disciplined approach—confirmation before entry and defined 

risk—helps filter out the traps and preserve capital if a breakout fails. 
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Key Takeaways 

● A breakout is price closing above resistance (buyer control); a 

breakdown is price below support (seller control). 

● Genuine breakouts have strong volume and a large candle body (often 

>50% of range) pushing past consolidation. 

● Weak volume, tiny candle bodies or extreme RSI often signal false 

breakouts – these moves usually reverse. 

● Institutional players typically accumulate in a sideways base before a big 

move. A breakout without such accumulation is suspect. 

● Always wait for confirmation (a full candle close past the level, possibly 

a retest) and use a stop-loss. Plan for a favorable risk–reward (e.g. 1:3) 

on breakouts. 
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Mind, charts & moves — trading beyond indicators 

Part 2 has built a toolkit of technical methods: trendlines, candlesticks, moving 

averages, Fibonacci levels, RSI, MACD, continuation and breakout patterns, 

volume analysis, and news awareness. Now we bring it all together. This chapter 

ties everything from Chapters 10–23 into a unified approach. No single indicator 

or pattern works alone – effective trading combines them with disciplined risk 

management and emotional control. Think of trading like a team sport: each 

technical tool is a player with a role, but the overall strategy and risk plan (the 

coach, you) wins the game. A strong offense (signals) must be backed by defense 

(stops, sizing, patience). 

Case Studies: Chart Examples 

 

Figure 1: Mazagon Dock Shipbuilders Ltd – Fibonacci Retracement 
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Mazagon Dock offers a classic lesson in using Fibonacci retracements for 

disciplined entries. In late 2023, the stock surged from around ₹115 to ₹383, a 

strong multi-month rally. After the peak, the stock began correcting. To understand 

the pullback, we plot Fibonacci levels from the rally’s low to its high. Price slipped 

near the 50% retracement (~₹250) but notice something important – the candles 

during this fall were small, and volume was weak. Weak selling volume suggests 

that the correction is more of a breather than a reversal. 

As the stock neared the retracement zone, buyers returned with a strong green 

candle. For a trader, this is the point where technical levels meet psychology: 

institutional players often use Fibonacci zones for re-entry after accumulation. A 

practical plan here would be: once the stock closes back above the 38.2% level 

(~₹332), you consider entry with a stop just below the 50% retracement (~₹290). 

The target? A move back to the prior swing high near ₹383 or beyond. The setup 

balances risk and reward clearly – risking about ₹40 per share for a potential gain 

of ₹50+, a rational 1:2+ ratio. 

 

Figure 2: Nifty 50 Index – June 4, 2024 Crash 

On June 4, 2024, the Nifty 50 gave traders a harsh reminder that markets don’t just 

move on charts – they move on events. The index collapsed almost 8.5% in one 

day, creating one of the largest single-day falls in recent memory. The reason? 

Election results that fell short of market expectations for BJP seats. 

From a technical perspective, nothing on the prior day’s chart predicted this fall. 

No moving average, RSI, or breakout pattern gave such a signal. This is a live 

demonstration of the Dow Theory principle that “the market discounts everything.” 
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Charts reflect what is already known – but sudden news can shock the market 

beyond technical boundaries. 

For traders, the lesson is clear: avoid heavy trading on major event days like 

elections, budget announcements, or RBI policy meets. Patterns lose reliability 

when volatility is driven by unexpected news. In such scenarios, protecting capital 

by either staying out or trading with reduced exposure is the best decision. 

Sometimes, the safest trade is no trade at all. 

 

Figure 3: Polycab India Ltd – Continuation Breakout 

Polycab’s chart gives us the perfect example of a continuation pattern breakout. 

After rallying from around ₹2,900 to ₹3,400, the stock paused in a sideways 

consolidation, forming an ascending triangle – a sign of institutional accumulation. 

Then came the textbook breakout: a large bullish candle with 90% body size 

pierced the resistance near ₹3,500, supported by surging volume. 

This is exactly the type of breakout we wait for – strong candle, consolidation 

beforehand, and volume confirmation. A trader entering right above the breakout 

level could place a stop just below the consolidation base, ensuring limited 

downside. The trade offered a 1:3 risk-reward ratio – for example, risking ₹100 for 

a ₹300 potential gain. Deploying about 50% of available capital here keeps 

exposure balanced. This setup worked beautifully, as Polycab rallied further, 

delivering multiples of the risk taken. 



252 

 

Figure 4: Polycab India Ltd – News-Driven Breakdown and Recovery 

Just a few months later, the same Polycab stock gave the opposite lesson. Out of 

nowhere, the stock crashed 20% in a single day – a massive red candle breaking 

below moving averages. A technical trader might have assumed this was a clean 

breakdown, but the scale of the fall was unusual. The reason became clear: an 

Income Tax raid on company offices had been announced, spooking the market. 

This is where experience and psychology step in. A disciplined trader checks for 

news flow when breakdowns are unusually sharp. Entering short purely on 

technicals in this case could have been risky, because the fall was news-driven, not 

pattern-driven. Indeed, after the panic subsided, Polycab recovered most of its fall 

within four months. 

The takeaway? Technical setups are powerful, but they cannot be seen in isolation. 

Always align them with broader context. A valid breakdown should come with 

sustained bearish candles, logical risk-reward, and no extraordinary news event. 

Otherwise, you risk being trapped in a one-day shock move. 

Psychology and Technical Trading 

All the technical tools in the world – moving averages, RSI, Fibonacci, MACD – 

are only as good as the mindset of the trader who uses them. Charts may show you 

the path, but psychology decides whether you actually walk it safely. Trading 

without the right mindset is like giving a sharp sword to a child – the tool is 

powerful, but misused, it causes damage. This is why discipline and patience matter 

as much as the chart itself. 

Imagine a trader watching a stock like Reliance near a breakout. The candles are 

pressing against resistance, volumes are rising, but the final breakout candle hasn’t 
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formed yet. A disciplined trader will wait for that candle to confirm before entering. 

An impatient trader, driven by excitement, jumps in early. If the breakout fails, the 

impatient trader takes a loss, while the patient one avoids the trap. This is exactly 

why we say: acting on a hunch is like firing an arrow before the target is in sight – 

the shot is wasted. 

Most trading mistakes do not come from lack of knowledge; they come from 

emotional reactions. Studies show nearly 90% of bad trades are due to fear, greed, 

or overconfidence, not strategy. Think about the crash of June 4, 2024, when Nifty 

fell 8.5% in a single day after election results. A trader who had no risk plan and 

kept averaging down “hoping for a bounce” may have lost heavily. Another trader, 

with a clear stop-loss rule, may have exited early and lived to trade another day. 

Same charts, same event – but very different outcomes, because one followed a 

plan while the other followed emotion. 

Let’s also talk about FOMO – Fear of Missing Out. Suppose Infosys rallies 10% in 

one session after results. The disciplined trader, who didn’t have a setup, simply 

watches and waits for a pullback. The emotional trader, fearing he is “missing the 

move,” jumps in at the top. A week later, Infosys retraces 6% and the FOMO trader 

is sitting on a loss. The disciplined trader may actually enter at the dip with a proper 

stop and target, booking profit while the FOMO trader exits in panic. The lesson? 

The market always gives another chance; patience pays. 

Greed and hope are equally dangerous. Think of a retail investor who bought Tata 

Motors at ₹500. The stock rallies to ₹700, but instead of booking profits, greed 

makes him wait for ₹900. Then a sudden correction drags it back to ₹600. On the 

flip side, someone buys Paytm at ₹800, and it falls to ₹500. Instead of cutting 

losses, hope keeps him stuck – “it will bounce back.” Months later, the capital is 

trapped. Both cases show how emotions override logic. A simple trading plan – 

“exit after 20% profit or 8% loss” – would have protected both traders. 

Then there is the revenge trade. Every trader has felt it: after a loss, the mind wants 

to recover immediately by doubling the next position. For example, a trader loses 

₹20,000 in a bad intraday bet on Bank Nifty. Anger fuels him to immediately re-

enter with double quantity to “get it back.” Often, the second trade is also rushed 

and ill-planned, and he ends the day down ₹50,000. Compare this with a seasoned 

trader who accepts the ₹20,000 hit, takes a break, reviews what went wrong, and 

only trades again the next day with a fresh mind. One trades emotionally, the other 

professionally. 

The real edge is not just in knowing indicators – it’s in executing them with 

discipline. Technical analysis tells you what could happen; psychology determines 
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how you react when it happens. A trader who pre-defines entry, stop-loss, and 

target removes most of the emotional burden. When the stop is hit, he exits without 

hesitation. When the target is reached, he books and moves on. If no setup comes, 

he does nothing. This calm, almost robotic approach is what creates consistency. 

In the end, markets are a mirror – they reflect human behavior: fear, greed, hope, 

and confidence. To succeed, you must manage your own behavior better than the 

crowd. Price action shows what the market is feeling; psychology decides whether 

you join that flow wisely or get carried away blindly. The combination of technical 

discipline and psychological strength is what separates the consistent trader from 

the amateur. 

Conclusion : 

Chapter 24 closes Part 2 with an important reminder: trading is not about spotting 

one magic signal, but about combining tools, context, and mindset. Throughout this 

chapter, we saw how price action patterns like Fibonacci retracements and breakout 

structures highlight zones of opportunity, but their reliability comes only when they 

are confirmed by volume strength, broader market context, and disciplined 

psychology. 

Take Mazagon Dock: the stock respected Fibonacci levels and rewarded patient 

traders who waited for confirmation above the 38.2% line. In contrast, the Nifty 

crash on June 4, 2024 showed us that even the cleanest charts can fail when 

unexpected news shakes confidence. Polycab gave us both sides of the coin — first 

a textbook breakout with strong volume and a clear 1:3 reward-to-risk ratio, then a 

sudden news-driven breakdown that reminded us why checking fundamentals and 

events is critical. Each example reinforced that technical analysis reflects crowd 

behavior, but external forces and psychology shape how we act on it. 

As traders, our edge lies in joining the dots: reading patterns, confirming them with 

indicators, aligning with volume, respecting news flow, and above all, managing 

risk. Stop-losses, position sizing, and capital deployment rules matter as much as 

chart reading. The market doesn’t punish you for missing one trade — it punishes 

lack of discipline. By thinking like professionals and staying calm, we trade 

probabilities, not predictions. 

Readers are encouraged to revisit charts across earlier chapters for reinforcement. 

For instance, the Bank Nifty continuation pattern and Bajaj Finance RSI bounce 

illustrate how patterns and oscillators confirm each other in practice. Together, 

these examples complete Part 2, showing how to integrate technical analysis with 
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risk management and trading psychology — skills that form the backbone of a 

trader’s journey. 

Sources of the charts include TradingView, Zerodha, and some publicly available 

references for illustration. 
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Key Takeaways (Chapter 15) 

● Price action is the foundation of technical analysis, but it must be 

confirmed by volume and context. 

● Fibonacci retracements help identify objective entry and stop zones in 

trending stocks. 

● Breakouts and breakdowns are valid only when supported by strong 

candles and volume. 

● News events can override technical setups; avoid trading blindly during 

high-impact days. 

● Psychology is the trader’s invisible tool — discipline and patience decide 

long-term success. 

● Risk management through stop-losses, position sizing, and reward-to-risk 

ratios protects capital. 

● Trading is not about predicting — it is about reading market behavior and 

aligning with it. 
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There comes a moment in every trader’s journey when the chart stops looking like 

noise and starts sounding like a language. A quiet, steady voice emerges from the 

screen — the market’s own voice — and for the first time, you recognise its rhythm. 

You begin to notice patterns that once felt invisible. The hesitation at a key level, 

the sudden burst of momentum, the silence before a breakout — each movement 

starts making sense. What once felt random now speaks with intention, and you 

find yourself understanding what earlier you could only observe. 

You no longer stare at the chart like it’s random. 

You see it. 

And that shift — subtle, but powerful — is growth. 

Here is the rhythm you now recognise: 

● You can see why price stopped there. 

● You can see why it broke out there. 

● You can see why volume spiked there. 

● You can see where traders got trapped. 

This clarity does not arrive overnight. It arrives after countless hours of watching, 

learning, and unlearning. It arrives when the mind becomes calm enough to listen. 

As the philosopher Seneca said, “The whole future lies in uncertainty: live 

immediately.” Technical analysis, at its heart, is also about learning to interpret the 

present with precision. 

And yet, even this understanding is only the threshold of a deeper world. 

Beyond this door lies the machinery that powers modern markets — the tools 

institutions, hedgers, and seasoned professionals rely upon. Futures and options. 

Instruments not just for participating in the market, but for managing risk, 

enhancing efficiency, and navigating uncertainty with structure and discipline. 

They were built for responsibility first, and opportunity only after. 
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If Book 1 gave you the market’s map, and Book 2 taught you to interpret its signals, 

then Book 3 will take you into its engine room — the place where leverage, risk, 

and strategy converge with remarkable precision. As Bruce Lee once said, “Long-

term consistency beats short-term intensity.” That spirit guides the world of 

derivatives more than anything else. 

So close this book with pride. 

You’ve walked through noise, through confusion, through doubt — and emerged 

with clarity. 

And now, you stand at the entrance of a new journey. 

A journey where the market speaks in a higher-voltage dialect. 

A journey where understanding evolves into structure. 

A journey where you learn not just to watch the market, but to engage with its 

deeper mechanics. 

Next Book: The Trader’s Engine Room 

“You’ve learnt to listen to the market. Now learn to speak in its high-energy 

language.” #5678 
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There is a moment in every learner’s journey when the charts stop feeling like 

puzzles and begin to feel like conversations. If you’ve reached these final pages, it 

means you have crossed that moment — not by accident, not by luck, but through 

the quiet discipline that only sincere learners possess. As I write this note, I can 

almost see it… the version of you who picked up this book with curiosity, 

uncertainty, and perhaps even a little frustration. And the version of you who is 

closing it now — steadier, clearer, and far more aware of how the market speaks. 

They are not the same person. 

When I began my own journey, the market felt like a giant storm — unpredictable, 

fast, and intimidating. Over time, I learned that storms are only frightening until 

you learn to read the wind. Candles, volume, structure — they became my compass, 

guiding me not toward predictions, but toward understanding. And if there is one 

truth the market whispered to me again and again over these years, it is this: 

“Clarity is not something you find. It is something you grow into.” 

As you read through these chapters, you didn’t just learn patterns or rules. You 

learned to observe without fear, to question without panic, and to listen without 

rushing. You learned that the market rewards awareness long before it rewards 

action… and that patience is not merely a virtue — it is a form of risk management. 

And somewhere between those lessons, a subtle shift happened. 

 You stopped trying to conquer the market, and instead began to understand it. 

If this book helped you make that shift, even in the smallest way, then its purpose 

is fulfilled. 

As someone who has spent years navigating candles, charts, and the intense 

psychology behind every tick, I must also leave you with a reminder grounded in 

responsibility and respect for regulation: This book was never meant to tell you 

what to trade or how to trade. It was meant to show you how to see. Markets will 

always be uncertain — sometimes graceful, sometimes brutal. But uncertainty 

loses its power when you learn to stand with discipline rather than emotion. 
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And now, as your journey continues, carry this simple timeless thought within you: 

“The path becomes visible only to the one who keeps walking.” 

You have walked far enough to see your path begin to unfold. 

As I sign off from this book, I want you to remember that technical analysis is not 

an end — it is a doorway. A doorway into deeper understanding, deeper 

responsibility, and deeper self-awareness. Beyond these pages lie more tools, more 

concepts, and yes, more challenges. But you will face them differently now — with 

quiet strength, sharper observation, and a mind that no longer fears complexity. 

If the market is a vast ocean, then consider this book a lighthouse — not showing 

you where to sail, but helping you recognise the waters you’re navigating. 

Thank you for trusting me to be part of your learning. 

Thank you for giving your time, your focus, and your sincerity to these pages. 

 And thank you for choosing education over shortcuts, clarity over noise, and 

discipline over haste. 

This is not goodbye. 

This is simply the turning of a page — yours, not mine. 

Until we meet again in the next chapter of your financial journey… 

 Stay curious. Stay disciplined. Stay aware. 

With respect, clarity, and quiet pride, 

 — Upendra Nimmadi 

“What you seek is seeking you.” 

 


