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Declaration and Disclaimer 

Declaration 

I hereby declare that this book is an original work developed from my 

personal learning, experience, and understanding of Technical 

Analysis. While preparing this book, I have referred to various books, 

educational materials, online resources, webinars, and training 

programs to enhance my knowledge and conceptual clarity. These 

references have been used solely for learning and inspiration. The 

content presented in this book has been written in my own words and 

reflects my independent interpretation of the subject matter. 

This book is intended for educational and informational purposes 

only and does not replicate or reproduce the content of any single 

source. Any resemblance to existing works is purely coincidental and 

unintentional. 

Disclaimer 

The information provided in this book is for learning and academic 

guidance only. It should not be considered as financial advice, 

investment recommendation, or trading instruction. The stock market 

involves inherent risk, and trading or investing decisions should be 

made based on individual judgment, risk appetite, and professional 

consultation where necessary. 

The author does not guarantee the accuracy, completeness, or future 

performance of any strategy, pattern, or example discussed in this book. 

The author shall not be held responsible for any financial loss, damage, 

or consequences arising from the use of the information contained herein. 

Readers are advised to practice proper risk management and conduct 

their own analysis before making any trading or investment decisions. 

— Dr. Manoj Kumar Ray 
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Preface 

The financial markets often appear complex, intimidating, and 
unpredictable, especially to beginners. During my own learning 
journey, I realized that many losses occur not due to a lack of 
intelligence, but due to a lack of structured understanding, discipline, 
and risk awareness. 
 
This book has been written with the objective of simplifying technical 
analysis and presenting it in a clear, practical, and learner-friendly 
manner. Over the years, my understanding of the markets has evolved 
through continuous study, observation, and disciplined practice. I 
have explored a wide range of chart patterns, indicators, and price-
action concepts through books, structured training programs, and 
digital learning platforms. However, what truly shaped this work was 
the effort to transform that knowledge into simple explanations, real-
chart illustrations, and clearly defined trade structures that beginners 
can understand, relate to, and apply responsibly. 
 
The focus of this book is on understanding market behaviour through 
chart patterns, trend structure, volume analysis, and sound risk–
reward planning. Emphasis has been placed on discipline, 
confirmation, and capital protection rather than prediction or 
shortcuts. The objective is not to promise profits, but to help readers 
develop clarity, patience, and a systematic approach to market 
analysis. 
 
I sincerely hope this book serves as a practical guide for learners who 
wish to build a strong foundation in technical analysis and approach 
the markets with confidence, caution, and a commitment to 
continuous improvement. 
 
Wishing you disciplined and successful trading. 
 

(Dr. Manoj Kumar Ray) 
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Foreword 

It is a pleasure to pen down the foreword for this book which, in the 

process of exploring the fascinating world of technical analysis and 

market behaviour, seeks to unravel the key elements for the investor 

for moving in a growth trajectory. In today’s dynamic financial 

markets, understanding price patterns, trends, and indicators is 

crucial for informed decision-making and disciplined trading. This is 

all the more important in the current scenario where Algo trading has 

come to play a major part.  

This book presents these concepts in a structured and accessible 

manner, making it suitable especially for beginners and in the process 

refreshing the key pointers for the experienced traders as well. By 

emphasizing the principles behind market movements and the 

practical application of technical tools, it empowers readers to develop 

a systematic approach to trading rather than relying on guesswork or 

speculation.  

I commend Dr. Ray for creating a resource that combines clarity, 

practical insight, and actionable knowledge. I am confident that this 

book will serve as a valuable guide for anyone seeking to enhance 

their understanding of the markets and strengthen their trading skills. 

 
(R. V. N. Vishweshwar) 

Director (Finance) 
Hindustan Copper Limited 

Kolkata 
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Chapter – 1 

Introduction 

The stock market is a device for transferring money from the impatient to  

the patient.            — Warren Buffett 

Most retail investors enter the stock market with limited knowledge 

and rely primarily on a company’s fundamentals, its industry type, 

market size, growth potential, or valuation metrics. While these 

fundamentals are important, they do not always reflect immediately 

in the market price. Stock prices often react to sentiment, momentum, 

liquidity, and market psychology much faster than to changes in the 

underlying business. 

This is where technical analysis becomes a powerful tool. Technical 

analysis helps traders and investors study the actual market behaviour 

of a stock by examining historical price and volume data. Instead of 

asking “What is the company worth?” technical analysis asks, “What is 

the market doing right now?” 

By understanding price trends, trend reversals, and momentum, 

traders can make quicker, more informed decisions. Both short-term 

traders and long-term investors use technical analysis to bridge the 

gap between intrinsic value and market value, enabling them to capture 

opportunities that might otherwise remain hidden. 

Technical Analysis vs. Fundamental Analysis 

Technical and fundamental analyses serve two different purposes. 

Fundamental analysis evaluates a company’s long-term financial health, 

its earnings, assets, management quality, and growth prospects. It 
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helps determine whether a business is strong enough for long-term 

investment. 

On the other hand, technical analysis focuses on shorter-term 

opportunities, identifying: 

· Entry points 

· Exit points 

· Momentum shifts 

· Reversal zones 

A matured market participant often benefits most by combining both 

approaches. While fundamentals identify what to buy, technical 

analysis guides when to buy and when to exit. Together, they create a 

disciplined strategy to generate better returns (alpha). 

Support and Resistance: The Core Foundation 

Among all technical concepts, support and resistance are the most 

fundamental. 

· Support is a price level where buyers tend to enter, preventing 

the stock from falling further. 

· Resistance is a level where sellers emerge, preventing the stock 

from rising further. 

Because many traders watch these levels, price tends to bounce from 

support and pull back from resistance. However, these levels are not 

fixed, they evolve with market conditions. When a stock breaks above 

resistance, that level often becomes new support. Likewise, when 

support breaks, it frequently turns into resistance. 

This simple concept forms the base for nearly every technical pattern, 

strategy, and indicator. 

The Role of Price Charts 

Technical traders visually analyse stock price movements using 

charts. Charts display the entire struggle between buyers and sellers, 

helping traders identify trends and behavioural patterns. 

The two key variables in chart-based analysis are: 
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· The time frame being studied. 

· The technical indicators applied. 

Time Frames in Technical Analysis 

Charts can be viewed across multiple time frames, from one minute to 

one month or more. The most popular time frames include: 

· 5-minute chart 

· 15-minute chart 

· Hourly chart 

· 4-hour chart 

· Daily chart 

· Weekly chart 

· Monthly chart 

The choice of time frame depends on a trader’s style and objectives. 

Intra-day Traders 

These traders open and close positions within the same day. 

They usually rely on shorter time frames like the 5-minute or 15-minute 

charts. Even small movements in such charts can mean significant 

intraday opportunities. 

Swing or Positional Traders 

These market participants hold trades for days, weeks, or even 

months. 

They prefer hourly, 4-hour, daily, or weekly charts to identify broader 

trends. 

A price movement that seems critical on a 15-minute chart may have 

almost no significance on a daily chart. This is why traders must 

always align their analysis with the time frame suited to their style. 
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Key Features of Technical Analysis 

1. Price and Volume: Price reflects market perception, while volume 

represents the strength behind that price move. Together, they 

form the backbone of technical analysis. Rising prices with strong 

volume indicate buyer conviction, while falling prices with heavy 

volume reveal strong selling pressure. 

2. Charts and Indicators: Technical analysts use various types of 

charts like line charts, bar charts, and candlestick charts, to observe 

how price behaves. 

Indicators like Moving Averages, RSI, MACD, Bollinger Bands, and 

many others help in understanding trends, momentum, volatility, 

and overbought/oversold conditions. 

3. Patterns: Markets often repeat certain price patterns because 

human behaviour is repetitive. Patterns such as triangles, channels, 

flags, pennants, double tops, and head-and-shoulders provide clues 

about future price movements. 

4. Market Sentiment: Charts reflect the collective psychology of 

market participants. Fear, greed, optimism, panic, and excitement 

often influence prices more than actual business fundamentals. 

Technical analysis captures these emotional swings and helps 

traders navigate the impact of news, events, and rumours. 

5. Limited Influence of External Factors: Unlike fundamental 

analysis, technical analysis does not focus on the financial 

performance of a company or global macroeconomic factors. 

Instead of analysing news or data, technical analysis studies how 

the market reacts to that information through price movement. 

6. Universality Across Markets: One of the greatest strengths of 

technical analysis is its universal applicability. The same 

principles work in stocks, commodities, forex, crypto-currencies, 

and even indices. Human behaviour remains the same, and 

therefore patterns repeat across all markets. 
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Why Technical Analysis Works 

Technical analysis operates on a simple principle: 

If a trader understands past market behaviour, they can reasonably predict 

future movements. 

Markets are driven by human psychology, and human behaviour 

tends to repeat. Patterns form, break, and reform in predictable ways. 

Price trends often continue until a significant shift in momentum 

occurs. Support and resistance levels are respected repeatedly until 

they are broken. 

By studying these behaviours, technical analysis helps traders: 

· Identify high-probability trades. 

· Manage risk effectively. 

· Enter at optimal price points. 

· Exit before major reversals. 

· Avoid emotional decision-making. 

In essence, technical analysis transforms the complexity of the market 

into understandable, actionable insights. 

Summary 

Technical analysis is not about predicting the future with absolute 

certainty. It is about understanding probabilities based on historical 

patterns and market psychology. By learning how price and volume 

interact, how support and resistance levels form, and how different 

time frames influence price action, traders can navigate the market 

with greater confidence. 

As this book progresses, we will explore various patterns, indicators, 

and charting techniques in depth, equipping you with both the 

knowledge and the practical tools required to make informed, 

disciplined, and profitable trading decisions. 

*** 
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Chapter – 2 

Dow Theory 

The averages discount everything. — Charles H. Dow 

Dow Theory is one of the earliest and most influential frameworks in 

technical analysis. Originating from a series of 255 editorials written 

by Charles H. Dow (1851–1902), founder of The Wall Street Journal and 

co-founder of Dow Jones and Company, the theory laid the 

foundation for modern market trend analysis. Although Dow never 

formally compiled his ideas into a single document, his followers - 

William Peter Hamilton, Robert Rhea, and E. George Schaefer - organised 

his work into what we know today as Dow Theory. 

The theory is built around key principles that help traders interpret 

market trends, phases, volume behaviour, and price patterns. 

Six Core Tenets of Dow Theory 

 

(Image 2.1: Schematic representation of Tenets of Dow Theory) 
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1. The Market Discounts Everything 

The first principle of Charles Dow’s Theory states that the market 

discounts everything. In other words, all available information, whether 

related to a company, an industry, or the broader economy is already 

incorporated into the current market price. Price reflects not only 

known facts but also expectations, rumours, and market sentiment. 

While investors and traders may study historical data to anticipate 

future movements, the underlying belief is that the market price itself 

remains the most complete and immediate summary of all 

information available at any moment. 

2. The Market Has Three Trends 

Dow Theory identifies three key types of trends that are essential for 

analysing the stock market: 

a) Primary Trend (Major Trend) 

The primary trend is the long-term market direction, typically 

lasting a year or more. It reflects a sustained upward or downward 

movement and represents the broader, underlying market 

sentiment. 

b) Secondary Trend (Intermediate Reaction) 

The secondary trend is a corrective move that can last from several 

weeks to several months. It runs opposite to the primary trend and 

represents a counter-trend pullback or consolidation. While it may 

temporarily interrupt the main trend, it does not typically signal a 

full reversal of the primary direction. 
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c) Minor Trend (Short Swings) 

The minor trend is the short-term movement lasting from a few 

days to a few weeks. It generally aligns with the direction of the 

primary trend and is influenced by short-term fluctuations in 

supply and demand. 

These three trends often coexist simultaneously. 

Note: These three trends are essential for understanding and applying 

Dow Theory, as they help identify the market’s current direction and 

support more informed investment decisions. According to Charles 

Dow, traders should align their trades with the primary trend and 

avoid taking positions during secondary or minor trend movements. 

3. Primary Trends Have Three Phases 

Both bull and bear markets progress through three distinct 

psychological phases: 

i) Accumulation (or Distribution) Phase 

In this initial stage, analysts closely following RBI 

commentary, policy hints, and informed traders begin quietly 

buying or selling a currency pair. Since the broader market has 

not yet recognized the emerging opportunity, price 

movements are generally slow and subtle. 

ii) Public Participation Phase 

The broader public begins participating as economic 

conditions improve, or deteriorate, leading to a rapid and 

sustained movement in price. 

iii) Excess (or Panic/Despair) Phase 

In a bull market, speculation peaks as informed investors 

begin selling their holdings to an eager public. In a bear 

market, this stage is characterized by panic, with widespread 

distress selling and market despair. 

4. The Averages Must Confirm Each Other 

A trend is considered valid only when it is supported by both the Dow 

Jones Industrial Average and the Dow Jones Transportation Average. When 

both indexes move in the same direction, the trend is confirmed; 
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however, if they diverge and move in opposite directions, it may 

signal a potential weakening or reversal of the existing trend. 

5. Volume Confirms the Trend 

This means a trend is more likely to continue when there is strong 

trading volume supporting its direction. Conversely, low volume 

during a trend suggests weakness and raises the possibility that the 

trend may not be sustainable. 

6. A Trend Remains in Effect Until a Clear Reversal Occurs 

A primary trend is considered intact until clear price action and 

volume signals confirm a genuine reversal. Because secondary trends 

can often resemble true reversals, traders must exercise caution and 

wait for proper confirmation before concluding that the primary trend 

has changed. 

Major Dow Patterns 

Similar to candlestick analysis, Dow Theory also identifies key price 

patterns. One such pattern is the formation of a double top or double 

bottom, which helps traders recognize potential trend reversals. 

In Dow Theory, double tops and double bottoms are considered 

reversal patterns. A double bottom occurs when a stock’s price falls to 

a low and quickly rebounds. The price then maintains a relatively 

higher level for at least two weeks, with regular intervals of trading. If 

the stock later retests the previous low but holds above it and 

rebounds again, this forms a double bottom, signalling a potential 

trend reversal. 

The double bottom formation is viewed as a bullish signal, suggesting 

potential buying opportunities. Let us examine a Dow Theory chart to 

better understand how this pattern develops. 

The time interval between the two bottoms, the price levels are clearly 

separated, occurring over a significant period (Refer Image 2.3). 

The time interval between the two tops, the price levels are clearly 

separated, occurring over a significant period (Refer Image 2.4). 
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Pros of Dow Theory 

1. Long-Term Perspective: Dow Theory focuses on long-term market 

trends, offering investors a broad view of market movements. This 

approach helps avoid overreacting to short-term fluctuations and 

encourages a focus on sustainable growth potential. 

2. Easy to Understand: Based on clear and simple principles, Dow 

Theory provides straightforward guidelines for identifying market 

trends. It serves as a useful tool for investors seeking a better 

understanding of market behaviour. 

3. Follows Market Trends: The theory operates on the premise that 

the market is always right. By emphasizing trend-following, it helps 

investors make informed decisions about the optimal times to buy or 

sell securities. 

Cons of Dow Theory 

1. Lagging Indicator: Dow Theory primarily relies on historical price 

movements and trend confirmation. This can result in delayed signals, 

making it less effective for predicting immediate market reversals or 

short-term opportunities. 

2. Limited Applicability for Short-Term Trading: The theory is best 

suited for long-term trends. Traders focusing on intraday or very 

short-term movements may find it less practical, as it does not provide 

precise entry or exit points for rapid trades. 

3. Subjectivity in Interpretation: Identifying trends, reversals, and 

phases can sometimes be subjective. Different analysts may interpret 

the same price movement differently, leading to potential 

inconsistencies in trading decisions. 

4. Lack of Consideration for External Factors: While Dow Theory 

assumes that prices reflect all available information, it does not 

explicitly account for sudden macroeconomic shocks, geopolitical 

events, or unexpected news that can drastically affect markets. 
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Dow Theory Trading Strategy 

The Dow Theory trading strategy is grounded in the core principles of 

Dow Theory and emphasizes trend-based analysis to guide investment 

decisions. The strategy can be broken down into several key steps: 

Step 1: Identify the Primary Trend 

The first step is to determine the market’s primary trend by analysing 

long-term price movements, typically over several months to years. 

· Uptrend: Market consistently moves higher. 

· Downtrend: Market consistently moves lower. 

Step 2: Confirm the Trend 

After identifying the primary trend, traders should confirm it using 

supporting indicators, such as trading volume. 

· Rising volume in the direction of the trend strengthens the 

confirmation. 

· Weak or declining volume may suggest caution. 

Step 3: Identify Secondary Trends 

Within the primary trend, shorter-term secondary trends create 

opportunities for market entries or exits. 

· These counter-trend movements usually last several weeks to 

a few months. 

· They are useful for timing trades within the broader market 

direction. 

Step 4: Look for Trend Reversals 

Dow Theory emphasizes that trends continue until clear reversal 

signals appear. Traders should monitor for: 

· Breaks of key support or resistance levels 

· Significant changes in trading volume 

· Price action patterns signalling a weakening trend 
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Step 5: Use Technical Analysis 

Technical analysis complements Dow Theory by helping traders 

identify: 

· Support and resistance levels 

· Trend lines 

· Patterns such as double tops/bottoms, head-and-shoulders, and 

more 

Charts and technical indicators provide actionable insights into 

market direction. 

Step 6: Implement Risk Management 

Risk management is essential to protect capital when following Dow 

Theory: 

· Set stop-loss orders to limit potential losses 

· Apply position sizing to manage exposure 

· Maintain disciplined trading to reduce emotional decision-

making 

Summary: 

Dow Theory has remained a cornerstone of technical analysis for over 

a century, offering investors a robust framework to identify trends, 

confirm market movements, and make informed decisions. While not 

foolproof, its systematic approach continues to be a widely respected 

methodology for analysing financial markets and guiding investment 

strategies. 

*** 
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Chapter – 3 

Trend Analysis 

The trend is your friend until it bends. — Ed Seykota 

A trend line is a straight line drawn on a price chart to connect a series 

of significant highs or lows. In technical analysis, it helps illustrate the 

prevailing direction of an asset’s price movement and highlights 

potential support or resistance zones. By studying these lines, traders 

can identify the underlying trend of a stock and anticipate future price 

behaviour, enabling informed buy or sell decisions. Making the right 

judgement is crucial, as it can significantly reduce potential losses and 

improve overall trading outcomes. 

Some illustrative examples are provided below: 

1. Uptrend: An uptrend is defined by a consistent pattern of higher highs 

and higher lows, reflecting strong bullish sentiment in the market. This 

pattern indicates that buyers are consistently overpowering sellers, 

driving prices upward over time. 

Example: In Image 3.1, the daily chart of Tata Motors Passengers 

Vehicles Ltd. from December 2024 to March 2025 shows a consistent 

uptrend, marked by the formation of higher highs. 
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2. Downtrend: A downtrend is characterised by a clear pattern of lower 

highs and lower lows, signalling bearish market sentiment. This pattern 

shows that sellers are consistently overpowering buyers, causing 

prices to decline steadily over time. 

Example: In Image 3.2, the daily chart of Indian Railway Finance 

Corporation Ltd. from July 2024 to October 2024 shows a consistent 

downtrend, marked by the formation of lower lows. 
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3. Sideways trend (range-bound): In a sideways trend, also known as a 

range-bound market, the price moves within a defined horizontal range 

without showing any clear upward or downward direction. This 

reflects a phase of consolidation and indicates indecision among both 

buyers and sellers. 

Example: In Image 3.3, the daily chart of Titan Company Ltd. from 

May 2011 to November 2011 displays a sideways trend, with no clear 

upward or downward movement. 
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4. Trend Reversals and Continuations: A trend reversal occurs when a 

stock that has been moving in a clear uptrend or downtrend slows 

down, halts, and then changes direction. In Image 3.2, the downtrend 

is illustrated through a series of lower lows and lower highs. Once this 

downward movement concluded, the price reversed and began to rise, 

signalling the start of a new upward trend. 

Remember, when a trend is about to change, certain signals appear. In 

a downtrend, the formation of new swing highs will slow down and 

eventually stop. Once the most recent swing high is broken, it indicates 

a potential trend reversal, and the price is likely to begin moving 

upward. 

i) Bullish Trend Reversal: In Image 3.4, the bullish trend reversal 

occurred when the formation of new lower lows stopped, and 

the price broke above the most recent swing high, signalling the start 

of an upward movement. 

A bullish trend reversal occurs when the prevailing downtrend 

begins to weaken, and the lower highs start shrinking gradually. 

Once the last lower high is breached, it signals the beginning of 

an uptrend, and the stock price is expected to move upward. 

ii) Bearish Trend Reversal: In Image 3.5, we can see an uptrend 

marked by the formation of higher highs and higher lows. The 

bullish trend reversal occurred when the formation of new 

higher highs stopped, and the recent swing low was broken. 

Once the uptrend ended, the price quickly reversed and started 

moving downward. 

A bearish trend reversal occurs when the prevailing uptrend 

begins to weaken, and the higher highs start shrinking 

gradually. Once the last higher low is breached, a downtrend is 

considered to have started, and the stock price is expected to 

move downward. 
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5. Trend Channels: Trend channels visually represent price 

movement within an established trend. They are formed by drawing 

parallel lines along the trend’s highs and lows. These channels help 

traders identify potential support and resistance levels, enabling them 

to plan more effective buy and sell strategies. 

i) Rising Channel: In a rising channel, the strategy is to buy the 

stock or take a long position when the price approaches the 

lower band of the channel. 

The stop-loss should be placed just below the lower band of the 

rising channel. When the price consistently moves upward 

within this channel, it indicates a smooth uptrend. A rising 

channel can also be used to identify the strength of an uptrend, 

if the stock remains within the channel and does not fall below 

the lower band, it is considered to be in a sustained uptrend. 

Example: In Image 3.6, the daily chart of Yes Bank Limited from 

February 2016 to September 2016 shows an uptrend, moving 

steadily within a rising channel. 
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ii) Falling Channel: In a falling channel, the strategy is to sell the 

stock or take a short position when the price moves up to the 

upper band of the channel. 

The stop-loss should be placed just above the upper band of the 

falling channel. When the price consistently moves downward 

within this channel, it indicates a smooth downtrend. A falling 

channel can also help identify the strength of a downtrend, if the 

stock remains within the channel and does not rise above the 

upper band, it is in a sustained downtrend. 

Example: In Image 3.7, the daily chart of Action Construction 

Equipment Ltd. from May 2019 to September 2019 shows a 

downtrend, moving steadily within a falling channel. 
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Summary 

This chapter explains how to identify and interpret market trends 

using tools such as trend lines, trend channels, and the concept of 

trend reversals. It covers the three primary trend types, uptrend, 

downtrend, and sideways trend, and describes how shifts in swing highs 

and lows signal potential reversals. The use of rising and falling 

channels helps traders spot support, resistance, and entry 

opportunities. 

*** 
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Chapter – 4 

Support and Resistance 

Prices are never too high to buy or too low to sell. — Jesse Livermore 

Support and resistance are fundamental concepts in technical analysis, 

referring to price levels where an asset has difficulty moving lower 

(support) or higher (resistance). When more buyers enter the market, 

prices rise, creating buying momentum; conversely, when selling 

pressure increases, prices fall rapidly, creating selling momentum. 

Support is a price level where buying interest is strong enough to 

prevent the price from falling further. It acts as a price floor where 

buyers are likely to enter the market, often causing the price to 

stabilise or reverse upward. Support is typically observed during a 

downtrend when the price consolidates or bounces from a particular 

level. 

Resistance is a price level where selling interest prevents the price from 

rising further. It acts as a price ceiling where sellers tend to enter the 

market, causing the price to stall or reverse downward. Resistance is 

commonly seen during an uptrend when the price struggles to break 

above a specific level. 

These levels are not fixed and can shift over time based on market 

dynamics, sentiment, and trading volume. 

Traders and analysts use support and resistance to identify entry and 

exit points, assess risk, and analyse trend behaviour. Understanding 

these levels is essential for developing effective trading strategies and 

improving the probability of successful trades. 

Example: In Image 4.1, support and resistance levels shown in the 

daily chart of Titan Company Ltd. 
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Remember, when a stock trades within a defined range, the common 

strategy is to buy at the support level and sell at the resistance level. 

Traders who prefer reversal trading may choose to do the opposite. 

Otherwise, it is advisable to wait for a breakout above the resistance 

level and take a long position only after the price moves decisively 

upward beyond that level. 

Change in Polarity (CIP) 

In technical analysis, a change in polarity, also known as the “Principle 

of Polarity,” refers to a key price level switching its role after being 

broken. That is, a previous resistance becomes new support, and a 

previous support becomes new resistance. This shift occurs due to market 

psychology and trader behaviour, making these levels powerful 

reference points for new trend formations. 

How It Works 

1. Resistance Becomes Support 

When price convincingly breaks above a well-tested resistance level, 

that level often transforms into support. 

· On the pullback, the same zone that earlier rejected price now 

attracts buyers. 

· Traders who missed the breakout enter long positions. 

· Short sellers covering positions add further buying pressure. 

This creates a new support zone that often triggers the next leg of the 

uptrend. 

2. Support Becomes Resistance 

When price breaks below a previously strong support level, that level 

often starts acting as resistance. 

· During a rally, price tends to stall or reverse at the old support. 

· Trapped buyers exit positions, creating selling pressure. 

· Short sellers view the retest as an opportunity to enter. 

This establishes a new VWAP zone that can lead to further downside 

movement. 
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Example: In Image 4.2, the weekly chart of Astral Limited from 

August 2014 to March 2017 illustrating a clear Change in Polarity 

(support turning into resistance or resistance turning into support). 

Why It Happens (Market Psychology) 

· Market Memory: Significant price zones are remembered by 

traders and algorithms. These levels become natural areas of 

heightened buying or selling interest. 

· Position Adjustments: Traders on the wrong side of the move, 

shorts above resistance or longs below support, adjust or exit 

positions at the retest, reinforcing the new role. 

· Second-Chance Entries: Many traders prefer entering on 

pullbacks instead of breakouts. Retests of broken levels offer 

low-risk entries, increasing demand or supply. 

How to Identify Polarity Change 

1. Spot Clear Support or Resistance Levels: 

Look for levels tested multiple times, showing strong market 

reaction. 

2. Confirm a Decisive Breakout or Breakdown: 

Ideally accompanied by strong volume or a large candle, 

signalling conviction. 

3. Wait for a Pullback / Retest: 

The price revisits the broken level to test its new role. 

4. Look for Confirmation: 

o A bounce from the broken resistance = new support 

o A rejection from the broken support = new resistance 

These confirmations provide high-probability entry points for trend 

continuation or reversal trades. 

Summary 

This chapter explains the essential concepts of support and resistance, 

key tools in technical analysis for understanding price behaviour and 

making trading decisions. Support is a level where buying pressure 
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prevents further decline, while resistance halts upward movement. 

These dynamic zones, influenced by market psychology, demand–

supply shifts, and trading volume, guide potential entries, exits, and 

reversals. The chapter also covers range-bound and breakout trading 

strategies, the Principle of Polarity, and practical examples with charts 

to help readers identify these levels, anticipate market reactions, and 

use them effectively. 

*** 
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Chapter – 5 

Price Charts 

Charts are a reflection of human psychology. — Ralph Nelson Elliott 

Price charts form the foundation of technical analysis, providing a 

visual representation of how the price of a stock, currency, or any 

financial asset has moved over a specific period. By plotting price data 

against time, these charts help traders interpret market behaviour, 

identify trends, and make informed decisions about buying, selling, or 

holding an asset. Whether simple or detailed, each chart type, line, bar, 

or candlestick, offers unique insights into price action, volatility, and 

market sentiment, making chart reading an essential skill for anyone 

participating in financial markets. 

The main types of price charts are as follows: 

i) Line Chart 

A line chart is the simplest type of price chart, used to illustrate trends 

and changes over time. It connects closing prices (or other selected 

data points) with straight lines, allowing traders to easily visualise the 

overall direction and movement of an asset. The x-axis typically 

represents time, while the y-axis displays the asset’s value. This type 

of chart is widely used for its clarity, especially for observing long-

term trends. 

Example: Image 5.1 shows the weekly chart of Deepak Nitrite Ltd. 

presented in the form of a line chart. 
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ii) Bar Chart 

A bar chart provides more information than a line chart. It uses vertical 

bars to represent price activity for a specific time period, with each bar 

showing the open, high, low, and close (OHLC) prices. The details are 

mentioned below: 

· The top of the bar indicates the high, 

· The bottom shows the low, 

· A left tick marks the opening price, 

· A right tick shows the closing price. 

This format helps traders better understand price volatility and 

market behaviour. 

Example: Image 5.2 shows the weekly chart of BSE Ltd. presented in 

the form of a bar chart. 
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iii) Candlestick Chart 

A candlestick chart displays the same OHLC information as a bar chart 

but in a more visually intuitive format. Each candlestick has a body 

and wicks that show the high, low, open, and close. The details are 

mentioned below: 

· A green/white candle indicates that the closing price is higher 

than the opening price (bullish). 

· A red/black candle indicates that the closing price is lower than 

the opening price (bearish). 

Candlestick charts are highly favoured in technical analysis because 

they allow traders to quickly recognise patterns, market sentiment, 

and potential reversals. 

Example: Image 5.3 shows the daily chart of Bank of India presented 

in the form of a candlestick chart. 

Note: The details of candlestick patterns will be discussed in Chapter-9. 
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Summary 

This chapter explains the fundamental role of price charts in technical 

analysis, highlighting how they visually represent the movement of 

financial assets over time and help traders interpret trends, volatility, 

and market sentiment. It introduces the three primary chart types, line, 

bar, and candlestick, each offering different levels of detail and insight. 

The line chart provides a clear, simplified view of overall price 

direction, the bar chart adds deeper information through open, high, 

low, and close values, and the candlestick chart presents the same data 

in a more intuitive and visually rich format. Together, these charting 

methods form the essential toolkit for traders to analyse price 

behaviour, identify trading opportunities, and make informed 

decisions in the financial markets. 

*** 
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Chapter – 6 

Volume Analysis 

Volume precedes price. — Joseph Granville 

Volume is one of the most important yet often underappreciated 

aspects of technical analysis. While price indicates the direction of a 

market, volume provides insight into the strength and sustainability 

of that movement. Understanding volume can help traders 

distinguish between genuine trends and false breakouts, identify 

accumulation or distribution phases, and make more informed 

trading decisions. 

1. What is Volume 

In trading, volume refers to the number of shares, contracts, or lots 

traded during a specific time period. In stock markets, this is the total 

number of shares exchanged, while in forex and futures, traders often 

use tick volume (the number of price changes in a given period) as a 

proxy for real volume. 

Volume acts as a confirmation tool: high volume during a price move 

suggests strong conviction, while low volume can indicate weakness 

or indecision. 

2. Why Volume Matters 

Volume analysis provides critical insights into market behaviour: 

· Confirming Trends: If a price move is accompanied by 

increasing volume, it is considered more reliable.  

For example: In an uptrend, rising prices with rising volume 

indicate strong buying interest and a sustainable trend. 
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· Spotting Reversals: Sharp price movements on unusually high 

volume near support or resistance levels may signal a potential 

reversal.  

For example: A sudden spike in volume at a market top may 

indicate distribution, where large investors are selling to retail 

traders. 

· Identifying Accumulation and Distribution: Volume helps 

detect when smart money is entering (accumulation) or exiting 

(distribution) positions. During accumulation, prices may rise 

slowly on moderate volume, suggesting informed buying. 

Distribution is often characterized by sideways or slightly rising 

prices with unusually high volume. 

3. Volume Patterns and Signals 

Some common volume patterns and their implications include: 

a. Volume Spike 

A sudden and significant increase in volume often precedes sharp 

price movements. 

Example: A stock trading at ₹500 suddenly jumps to ₹520 on 3x 

average daily volume. This could indicate institutional buying or a 

breakout. 

b. Volume Dry-Up 

Declining volume during a trend can suggest weakening momentum. 

Example: During an uptrend, a stock rises from ₹100 to ₹120, but daily 

volume gradually decreases. This signals potential exhaustion and a 

possible reversal or consolidation. 

c. Volume Climax 

Extremely high volume at the end of a trend often marks a climax and 

a reversal. 
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Example: A bear market sees a final sharp decline with record volume. 

This may indicate panic selling and a near-term bottom. 

d. Divergence Between Price and Volume 

When price moves in one direction, but volume moves in the opposite, 

it can signal a warning. 

Example: Price makes a new high, but volume is lower than the 

previous high. This bearish divergence may indicate the trend is losing 

strength. 

Practical Examples 

Example 1 – Confirming an Uptrend: 

· Stock BPCL is trading at ₹167 on 27th October 2023. Over the 

next two months (On 6th December 2023), the price rises to 

₹240 (Refer Image 6.1). 

During this period, volume steadily increases from 14,98,044 

shares/day to 1,37,04,413 shares/day. 

Interpretation: Rising prices supported by rising volume confirm a 

strong and sustainable uptrend. 

Example 2 – Spotting a Reversal: 

· Stock HPCL is trading at ₹396 on 16th February 2024. Over 

the next one month (On 19th March 2024), the price falls to ₹296 

(Refer Image 6.2). 

During this period, volume steadily decreases from 

1,48,46,350 shares/day to 66,08,339 shares/day. 

Interpretation: Falling prices supported by falling volume indicate a 

clear and sustainable downtrend. 
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Example 3 – Divergence Warning: 

· Stock SBI rises from ₹310 to ₹350 over two weeks, but daily 

volume falls from 9,51,99,897 shares to 4,25,38,227 shares (Refer 

Image 6.3). 

Interpretation: Despite rising prices, declining volume shows 

weakening participation, warning of a possible trend reversal. 

4. Volume Indicators 

Several technical indicators incorporate volume to provide clearer 

signals: 

· On-Balance Volume (OBV): Tracks cumulative buying and 

selling pressure. Rising OBV confirms upward trends, while 

falling OBV confirms downtrends. 

· Volume Weighted Average Price (VWAP): Shows the average 

price weighted by volume, commonly used by intraday traders. 

· Chaikin Money Flow (CMF): Combines price and volume to 

indicate buying/selling pressure over a period. 

Summary 

· Volume is a confirmation tool, not a standalone signal. Always 

analyse volume alongside price action. 

· Rising trends accompanied by rising volume are strong; trends 

with falling volume are weak. 

· Volume spikes and divergences can signal potential reversals or 

trend exhaustion. 

· Using volume indicators like OBV or VWAP can enhance trend 

analysis and timing decisions. 

Incorporating volume into your trading strategy provides a deeper 

understanding of market dynamics, helping you make more informed 

decisions and avoid false breakouts. 

*** 
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Chapter – 7 

Moving Averages 

Markets move in trends, and moving averages help identify them.  

                                                                                            - John J. Murphy 

Moving averages are among the most fundamental tools in technical 

analysis. They help traders identify the direction of the trend, filter 

market noise, and make informed trading decisions based on price 

behaviour. By smoothing out price fluctuations over a specific period, 

moving averages provide a clearer and more stable picture of the 

underlying trend. 

A moving average is considered a lagging indicator because it uses past 

price data. Its signals do not attempt to predict market movements; 

rather, they confirm trend direction and offer reliable support for 

decision-making. 

Understanding Moving Averages 

A moving average (MA) calculates the average price of a security over a 

defined time period.  

As the price “moves,” the average also updates, hence the term 

moving. 

This smoothing effect helps reduce the impact of random short-term 

volatility. 

Moving averages are used on all timeframes, daily, weekly, monthly, 

intraday, and can be applied across stocks, commodities, forex, and 

indices. 
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Types of Moving Averages 

1. Simple Moving Average (SMA) 

The Simple Moving Average (SMA) gives equal importance to each 

period in its calculation. 

For example, a 20-day SMA is calculated by adding the closing prices 

of the last 20 days and dividing the total by 20. 

· SMAs react slowly to price changes. 

· They are useful for identifying long-term trends. 

· Widely used by swing and positional traders. 

Example: 

A 20-day SMA on Reliance Industries Ltd. shows smooth upward 

movement during sustained bullish phases, acting as support during 

pullbacks (Refer Image 7.1). 
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2. Exponential Moving Average (EMA) 

The Exponential Moving Average (EMA) gives more weight to recent 

price data, making it more responsive to new price movements. 

· Reacts faster than SMA to price changes. 

· Used by intraday and short-term traders. 

· Helps identify early trend shifts. 

Example: 

A 20-day EMA on Reliance Industries Ltd. reacts quickly to breakout 

movements and gives earlier trend signals than the SMA (Refer Image 

7.2). 
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3. Weighted Moving Average (WMA) 

The Weighted Moving Average places more importance on recent data 

in a linear manner (Refer Image 7.3). 

· Smoothens the trend like EMA but with a different weighting 

method. 

· Offers slightly faster signals than SMA. 

Example: 

A 20-day SMA and WMA are shown on daily candlestick chart of 

Reliance Industries Ltd. (Refer Image 7.3). 
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4. 200-Day EMA/SMA – The Trend Filter 

The 200-day moving average is a powerful long-term trend indicator 

used globally. 

· If price stays above the 200-EMA, the stock is in a long-term 

uptrend. 

· If price stays below the 200-EMA, the stock is in a long-term 

downtrend. 

Example: 

Trent Ltd. staying above its 200-EMA for several months confirms a 

strong bull phase (Refer Image 7.4). 
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How Moving Averages Help Traders 

1. Identifying Trend Direction 

Moving averages clearly display whether the market is trending up, 

down, or sideways. 

· Rising MA: Signals an uptrend. 

· Falling MA: Signals a downtrend. 

· Flat MA: Indicates sideways market or consolidation. 

Example: 

HDFC Bank Ltd.’s 50-day MA slopes upward during a multi-month 

rally from 21st March 2016 to 2nd March 2020 (Refer Image 7.5). 
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2. Acting as Dynamic Support and Resistance 

Moving averages often behave as “dynamic support and resistance 

levels.” 

· In an uptrend, prices tend to bounce off moving averages like 

the 20-EMA or 50-SMA. 

· In a downtrend, moving averages act as resistance, preventing 

price from rising. 

Example: 

Infosys Limited consistently using the 50-EMA as support during its 

bullish rally from July 2015 to July 2016 and resistance from July 2016 

to November 2017 (Refer Image 7.5). 
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3. Crossover Trading Strategy 

Moving average crossovers are among the most popular technical 

trading strategies. 

a. Golden Cross (Bullish Signal) 

A Golden Cross occurs when a short-term moving average crosses above 

a long-term moving average, typically the 50-day MA crossing above 

the 200-day MA. 

This indicates strong buying momentum. 

Example: 

Dixon Technology (India) Ltd. formed a Golden Cross from 18th 

September 2019 to 22nd March 2022 a multi-month bull run (Refer Image 

7.6). 

b. Death Cross (Bearish Signal) 

A Death Cross happens when the short-term moving average crosses 

below the long-term moving average, often the 50-day MA below the 

200-day MA. 

This signals bearish momentum and possible trend reversal. 

Example: 

A Death Cross appeared in Yes Bank Ltd. from 2nd April 2008 and after 

a major decline and completed on 3rd June 2009 (Refer Image 7.7). 
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Moving Average Trading Strategies 

1. Trend-Following Strategy 

· Buy or long when price trades above a rising moving average. 

· Sell or short when price trades below a falling moving average. 

The following EMAs are used widely for: 

· 10 EMA: Used for trailing stop-loss indicator and exit signal. 

· 20 EMA: Used for short-term trend analysis. 

· 50 EMA: Indicates medium-term trends and entry exit for 

medium term traders (Swing Traders). 

· 200 EMA: Represents long-term trends and is widely watched 

by institutions and large investors. 

Traders often use combinations like the 10 and 20 EMAs or 20 and 50 

EMAs or 50 and 200 EMAs to identify crossovers and trend changes.  

Note:  

i) Some traders also use 9 and 21 EMAs instead of 10 and 20 

EMAs. 

ii) 9-EMA Exit Rule (For Bullish Pattern): 

· The 1st red candle should close below 9-EMA. 

· The 2nd red candle should close below the low of previous 

breakdown candle. 

iii) 9-EMA Exit Rule (For Bearish Pattern): 

· The 1st green candle should close above 9-EMA. 

· The 2nd green candle should close above the high of 

previous breakout candle. 

Reader Guidance: 

While fixed pattern-based targets are defined for all chart patterns in 

this book, a dynamic exit using the 9-EMA has been applied 

selectively. The 9-EMA exit rule is effective primarily in strong, 

directional, and momentum-driven price movements. In patterns 

where price action is range-bound, corrective, or lacks sustained 

follow-through, the 9-EMA exit may not offer a favourable or reliable 

risk–reward outcome. In such cases, exiting at the pattern-projected 

target remains the preferred and more prudent approach. 
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2. Pullback Strategy using Moving Averages 

Traders buy during pullbacks to MAs in an uptrend and short during 

pullbacks in a downtrend. 

Example: 

· In an uptrend, buy when price drops to the 20-EMA or 50-

SMA. 

· Keep stop-loss just below the MA (Refer Image 7.9). 
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3. Moving Average Envelope Strategy 

This strategy consists of three components: a central moving average, 

typically a simple moving average (SMA), and two parallel lines set at 

a fixed percentage distance above and below it. For example, filters 

may be placed 1% or 5% away from the MA, depending on the asset 

and market conditions. In Image 7.10, 20-EMA considered as central 

moving average. 

These bands form an “envelope” around price and help identify: 

· Overbought conditions (near upper band) 

· Oversold conditions (near lower band) 

· Mean reversion opportunities 

· Breakout strength 

4. Multi-MA Strategy (5 EMA, 20 EMA, 50 EMA) 

Multiple MAs reveal trend strength: 

· All MAs sloping upward = Strong Uptrend (Refer Image 7.11) 

· All MAs sloping downward = Strong Downtrend (Refer Image 

7.12) 

· MAs converging = Consolidation (Refer Image 7.13) 
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Limitations of Moving Averages 

While effective, moving averages have limitations: 

· They lag behind real price movements. 

· False signals occur during sideways or choppy markets. 

· Crossovers may delay entries or exits. 

· Not ideal for markets with low liquidity. 

To overcome this, traders combine moving averages with other 

indicators like RSI, MACD, or Volume Analysis. 

Summary 

Moving averages are powerful tools that form the backbone of trend 

analysis in technical trading. They help simplify price action, identify trend 

direction, and generate reliable trading signals. Whether using SMA, EMA, 

or WMA, moving averages provide traders with a systematic and 

disciplined approach to understanding market behaviour. 

By integrating moving averages with other indicators and sound risk 

management, traders can significantly improve their decision-making 

and enhance their overall trading performance. 

*** 
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Chapter – 8 

Technical Indicators 

Indicators do not make money; traders do.—Linda Bradford Raschke 

Technical indicators are mathematical tools used in technical analysis 

to study market behaviour and anticipate future price movements. 

They assist traders and investors in identifying potential entry and exit 

points and in evaluating the overall direction of the market. This 

chapter covers some of the most popular and widely used indicators, 

including Relative Strength Index (RSI), Moving Average 

Convergence Divergence (MACD), Bollinger Bands, Fibonacci 

Retracement, Stochastic, and ADX etc. Each of these tools provides 

unique insights into market trends, momentum, and volatility, 

helping users make more informed decisions. By learning how these 

indicators function, you can sharpen your ability to interpret charts 

and recognise market signals with greater accuracy. 

1. Relative Strength Index (RSI) Indicator: 

The Relative Strength Index (RSI) is a widely used momentum oscillator 

in technical analysis that measures the strength and speed of recent 

price movements. Developed by J. Welles Wilder Jr., it helps traders 

determine whether an asset is overbought or oversold, providing 

valuable insight into potential reversal points. 

RSI compares the average gains and average losses over a specified 

period, typically 14 days, and converts this ratio into a value ranging 

from 0 to 100. Readings above 70 generally indicate overbought 

conditions, while readings below 30 suggest oversold conditions. 

Values between 30 and 70 represent a neutral or balanced market with 

no dominant momentum. 
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One of the key strengths of RSI is its ability to signal potential trend 

reversals through divergence. For instance, if price forms a new high 

while RSI forms a lower high, it reflects weakening momentum and 

may hint at a bearish reversal. 

RSI can also be used to confirm trend strength and identify chart 

patterns, such as double tops and double bottoms, that may not be 

easily visible on the price chart itself. This makes RSI a versatile and 

powerful tool in understanding market behaviour. 

Limitations of RSI 

· RSI can generate false signals, particularly in strong trending 

markets, where it may remain in overbought or oversold zones 

for an extended period without an immediate reversal. 

· RSI is not a standalone predictor of future price movements and 

should be used alongside other technical tools and indicators for 

more reliable analysis. 

Key Points: 

· Overbought Conditions (RSI > 70): Indicate that the asset's 

price has risen sharply and may be prone to a pullback or 

correction. 

· Oversold Conditions (RSI < 30): Indicate that the asset's price 

has declined significantly and may be due for a rebound. 

· Neutral Conditions (RSI 30–70): Reflect a balanced market with 

no strong momentum dominating either direction. 

Example: The Image 8.1 shows the daily chart of HDFC Bank Ltd. 

illustrating RSI conditions, overbought above 70, oversold below 30, 

and neutral between 30–70. 



Technical Analysis - The Simple Way 

 

81 

 

 

(I
m

a
ge

 8
.1

: 
D

ai
ly

 c
an

dl
es

ti
ck

 c
ha

rt
 o

f 
H

D
F

C
 B

an
k 

L
td

. 

sh
ow

in
g 

th
e 

pr
ic

e 
po

si
ti

on
 b

as
ed

 o
n

 R
S

I)
 



Dr. Manoj Kumar Ray 

82 

Key Points:  

When the RSI is in the oversold zone and the stock is trading near a 

support area, it often presents a favourable opportunity to go long. The 

trade can then be exited once the price approaches the resistance zone 

(Refer Image 8.2). 

Similarly, in an overall uptrend, if the stock enters a sideways 

consolidation, it is important to observe whether the RSI is oversold. If 

the RSI is oversold while the price is resting near a support level, this 

combination of momentum exhaustion and price support often 

provides a strong opportunity to enter a long position at the demand 

zone (Refer Image 8.3). 
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2. Moving Average Convergence Divergence (MACD): The Moving 

Average Convergence Divergence (MACD) is a widely used 

momentum indicator in technical analysis. Developed by Gerald Appel, 

it helps traders identify trend direction, strength, and potential 

reversals in asset prices. The indicator is derived by comparing two 

exponential moving averages (EMAs) of a security’s price and plotting 

the difference between them. The MACD line, the signal line, and the 

histogram together provide visual cues for buy and sell opportunities 

through crossovers, divergences, and shifts in momentum. 

Key Components of the MACD Indicator 

· MACD Line: Calculated as the difference between the 12-period 

EMA and the 26-period EMA, it reflects how quickly the short-

term trend is moving relative to the longer-term trend. 

· Signal Line: A 9-period EMA of the MACD line, it acts as a 

trigger for buy and sell signals. Crossovers between the MACD 

line and the signal line often indicate potential trend shifts. 

· Histogram: The histogram illustrates the distance between the 

MACD line and the signal line. Expanding or contracting bars 

help identify trend strength, momentum shifts, and possible 

reversals (Refer Image 8.4). 
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How to Use the MACD Indicator 

i) Crossovers: A bullish crossover occurs when the MACD line crosses 

above the signal line, indicating rising momentum and a potential buy 

opportunity. A bearish crossover occurs when the MACD line crosses 

below the signal line, signalling weakening momentum and a possible 

sell opportunity (Refer Image 8.5). 

Suppose the MACD line crosses above the signal line (bullish 

crossover) while the stock price is near a strong support zone. 

· This could be interpreted as a potential buying opportunity. 

· Conversely, if the MACD line crosses below the signal line 

(bearish crossover), it may indicate an exit or shorting 

opportunity (Refer Image 8.6). 
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ii) Divergence: Divergence between price and the MACD line can 

signal a potential trend reversal. For instance, if the price forms a new 

high but the MACD forms a lower high, it indicates bearish divergence, 

suggesting momentum is weakening. Similarly, bullish divergence may 

signal an upcoming upward move (Refer Image 8.7). 

iii) Histogram Analysis: The histogram helps assess trend strength. A 

rising histogram indicates strengthening bullish momentum, whereas a 

declining histogram signals weakening momentum.  

When the histogram crosses the zero line, it often reflects a shift in 

trend direction (Refer Image 8.8). 

iv) Convergence: When the MACD line moves in the same direction 

as the price (convergence), it confirms the current trend. This 

alignment strengthens the validity of the ongoing market movement 

(Refer Image 8.9). 
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Benefits of Using the MACD Indicator 

· Trend Identification: MACD helps traders identify both the 

direction and the strength of the prevailing trend. 

· Reversal Signals: Crossovers and divergences between the 

MACD line and the signal line can provide early indications of 

potential trend reversals. 

· Momentum Assessment: MACD effectively gauges the 

momentum behind price movements, helping traders 

understand whether a trend is strengthening or weakening. 

Limitations of the MACD Indicator 

· Lagging Indicator 

o The MACD is a lagging indicator because it is based on 

historical price data. 

o It may not provide immediate or real-time signals, which 

can result in delayed entry or exit points. 

· False Signals 

o MACD crossovers or divergences can sometimes produce 

false signals. 

o This is especially common during sideways markets or 

trading ranges when the price does not show a clear trend. 

· Subjectivity 

o Interpretation of MACD signals can be subjective. 

o Traders should consider additional factors, such as 

support/resistance levels or volume, before making 

decisions. 

Tips for Using MACD Effectively 

· Combine with support/resistance: When a bullish crossover 

occurs near a support zone, it can be a stronger buy signal. 

· Exit strategy: Remain in the trade until a MACD bearish 

crossover occurs, rather than exiting prematurely. 
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· Avoid relying solely on MACD: Always confirm signals with 

other indicators or price action for more reliable trading 

decisions. 

3. Bollinger Band: Bollinger Bands are a widely used technical 

analysis tool designed to assess market volatility and highlight 

potential trading opportunities. Developed by John Bollinger, the 

indicator comprises a middle band (a simple moving average) and two 

outer bands set typically two standard deviations above and below the 

moving average. The bands widen during periods of high volatility 

and narrow during periods of low volatility, offering valuable insights 

into possible price breakouts or reversals. 

Key Features of Bollinger Bands  

· Volatility Indicator: The width of the bands represents market 

volatility, wider bands indicate higher volatility, while narrower 

bands signal lower volatility. 

· Dynamic Support and Resistance: The upper and lower bands 

often act as dynamic support and resistance levels, helping 

traders identify potential entry and exit zones. 

· Overbought/Oversold Conditions: When the price approaches 

or crosses the upper band, it may indicate an overbought 

condition; similarly, moves toward or below the lower band 

may suggest an oversold condition. 

· Trend Identification: During trending phases, price generally 

moves within the bands, providing insight into the strength and 

direction of the trend. 

· Potential Breakouts: A breakout beyond the bands can signal 

strong continuation, though confirmation from other indicators 

is essential (Refer Image 8.10). 
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How to Use Bollinger Bands 

· Spotting Buy or Sell Signals: Analyse how price behaves 

relative to the bands to identify potential overbought or 

oversold conditions. 

· Trend Confirmation: Observe price interaction with the bands 

to gauge whether a trend is emerging or continuing. 

· Setting Profit Targets: Traders may use the upper band as a 

potential profit target when price rebounds from the lower 

band. 

· Using with Other Indicators: Bollinger Bands work best when 

combined with complementary indicators to validate trading 

signals. 

Limitations of Bollinger Bands 

· Not a Standalone Tool: Bollinger Bands should be used 

alongside other technical indicators and market analysis 

methods. 

· Risk of False Signals: During periods of sharp volatility or 

strong trending moves, the bands can generate misleading 

signals. 

· Lagging Nature: As they are based on historical price data, 

Bollinger Bands may not always reflect future market 

movements accurately. 

Key Points: 

When the price is in an uptrend and touches the upper Bollinger Band, 

it may indicate overbought conditions and signal a potential 

opportunity to consider selling. Conversely, during a downtrend, if 

the price touches the lower band, it may suggest oversold conditions 

and a possible opportunity to consider buying. 

Example: Daily chart of TVS Motor Company Ltd. (Refer Image 8.11). 
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4. Fibonacci Retracement: The Fibonacci Retracement indicator is a 

widely used technical analysis tool that helps identify potential 

support and resistance levels on a price chart. It is derived from the 

mathematical ratios introduced by Leonardo Pisano Bogollo, commonly 

known as Fibonacci. The indicator applies key Fibonacci ratios, 23.6%, 

38.2%, 50%, 61.8%, and 78.6% to highlight areas where price may 

pause or reverse. These levels are plotted by connecting a recent swing 

high and swing low, after which the indicator automatically calculates 

and displays the corresponding retracement levels. 

How It Works 

· Identify Swing Points: Begin by locating a significant swing 

high and swing low on the price chart. 

· Draw the Trendline: Connect the selected swing high and 

swing low with a trendline to establish the reference range. 

· Calculate Retracement Levels: The indicator then applies key 

Fibonacci ratios to the distance between the swing high and 

swing low to determine the retracement levels (Refer Image 8.12). 

· Plot the Levels: Horizontal lines are drawn at these calculated 

percentages, visually marking areas where the price may 

potentially pause, retrace, or reverse. 
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Key Fibonacci Retracement Levels 

· 23.6%: A shallow retracement level that can act as an early area 

of potential support or resistance. 

· 38.2%: A commonly observed level where price often reacts, 

indicating possible support or resistance. 

· 50%: Although not an official Fibonacci ratio, it is widely 

regarded as an important midpoint, frequently serving as a 

strong support or resistance zone. 

· 61.8%: One of the most significant Fibonacci ratios, often 

considered a key turning point where price may strongly react. 

· 78.6%: A deeper retracement level that can help identify 

potential reversal zones when the price pulls back substantially. 

How to Use the Indicator 

· Identify Trends: Use Fibonacci retracement levels to anticipate 

areas where price may pull back within an ongoing trend. 

· Support and Resistance: Retracement levels help highlight 

potential support zones in an uptrend and resistance zones in a 

downtrend. 

· Entry and Exit Points: Traders often use these levels to plan 

potential entry points during a pullback or to determine logical 

exit areas. 

Limitations 

· Subjective Interpretation: Fibonacci retracements are not 

precise signals and should not be used in isolation; 

interpretation can vary among traders. 

· False Signals: The levels do not guarantee price reversals and 

may sometimes produce misleading or inaccurate signals. 

· Requires Confirmation: It is advisable to confirm retracement 

levels with additional technical tools, such as trendlines, moving 

averages, or candlestick patterns to improve reliability. 
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Key Points: 

In a strong uptrend, the 38.2% or 61.8% Fibonacci retracement levels 

often serve as potential support zones where price may pull back 

before continuing its upward move.  

Example: Daily chart of Varun Beverages Ltd. (Refer Image 8.13). 

Conversely, during a strong downtrend, these same levels can act as 

potential resistance zones where price may retrace briefly before 

resuming its downward trajectory. 

Example: Daily chart of Glenmark Pharmaceuticals Ltd. (Refer Image 

8.14). 
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5. Stochastic Oscillator: The Stochastic Oscillator is a momentum-based 

technical indicator used to identify overbought and oversold 

conditions in the market. Developed by George C. Lane, it compares a 

stock’s closing price to its price range over a specific period, typically 

14 periods. The idea behind the indicator is that in an uptrend, prices 

tend to close near the high of the range, while in a downtrend, prices 

tend to close near the low of the range. 

The Stochastic Oscillator consists of two lines: 

· %K Line: The main, fast-moving line calculated using the 

current closing price relative to the recent high–low range. 

· %D Line: A smoothed moving average of the %K line, used as a 

signal line to identify potential buy or sell signals. 

Values oscillate between 0 and 100, making it easy to interpret 

potential reversal zones. 

How It Works 

· Identify the High–Low Range: The indicator examines the 

highest high and lowest low over the chosen lookback period 

(commonly 14 periods). 

· Calculate %K Line: It measures where the current closing price 

sits within that range. 

· Calculate %D Line: The %D line is derived by applying a 

moving average to the %K line, helping reduce short-term noise 

and improve signal reliability. 

· Interpret the Oscillations: The oscillator moves between 0 and 

100, helping traders visualize momentum shifts and potential 

reversal areas. 

Key Interpretation Levels 

· Above 80: Indicates potential overbought conditions. 

· Below 20: Indicates potential oversold conditions. 
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· %K and %D Crossovers: A bullish signal occurs when %K 

crosses above %D; a bearish signal occurs when %K crosses 

below %D. 

Example: Daily chart of Vedanta Ltd. (Refer Image 8.15). 
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6. Average Directional Index (ADX): The Average Directional Index 

(ADX) is a trend-strength indicator developed by J. Welles Wilder. It 

helps traders determine whether the market is trending and how 

strong that trend is, regardless of whether it is up or down. The ADX 

is part of the Directional Movement System, which also includes the +DI 

(Positive Directional Indicator) and –DI (Negative Directional 

Indicator). 

The ADX moves between 0 and 100, with higher values indicating a 

stronger trend. Importantly, ADX does not show trend direction, only 

trend strength. Trend direction is interpreted using the positions of 

+DI and –DI. 

How It Works 

· Identify Directional Movement: The indicator measures 

upward and downward price movement using +DM (positive 

directional movement) and –DM (negative directional 

movement). 

· Calculate +DI and –DI Lines: These lines show the strength of 

upward and downward movement over the selected period 

(commonly 14 periods). 

· Calculate the ADX Line: The ADX is derived from the 

smoothed directional movement values and shows the overall 

trend strength. 

· Interpret the ADX Values: ADX readings help determine 

whether the market is trending strongly, weakly, or not trending 

at all. 

Key Interpretation Levels 

· Below 20: Indicates a weak or non-trending market. 

· 20–40: Suggests a moderate to strong trend developing. 

· Above 40: Indicates a very strong trend, whether bullish or 

bearish. 

· Rising ADX: Trend is strengthening. 
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· Falling ADX: Trend is weakening, even if price continues in the 

same direction. 

· +DI Above –DI: Indicates bullish directional bias. 

· –DI Above +DI: Indicates bearish directional bias. 

How to Use the Indicator 

· Identify Trend Strength: Use ADX values to determine if the 

market is worth trading, strong trends often present better 

opportunities. 

· Directional Signals Using +DI and –DI: A potential buy signal 

occurs when +DI crosses above –DI, especially if ADX is rising. 

A potential sell signal occurs when –DI crosses above +DI, with 

ADX trending upward. 

· Filter Trades: Traders often avoid trend-following strategies 

when ADX is below 20 and prefer range-trading techniques 

instead. 

· Trend Continuation: A rising ADX above 30 typically suggests 

strong momentum and possible continuation of the existing 

trend. 

Limitations 

· Does Not Indicate Trend Direction: ADX only shows the 

strength of a trend; direction must be interpreted through +DI 

and –DI. 

· Lagging Indicator: Because it is based on smoothed data, ADX 

signals may appear after a trend has already begun. 

· Complex for Beginners: Interpreting three lines simultaneously 

(ADX, +DI, –DI) can be challenging for new traders. 

· Whipsaws in Ranging Markets: During sideways conditions, 

+DI and –DI may cross frequently, leading to false signals. 

Example: Daily chart of Tube Investments of India Ltd. (Refer Image 

8.16). 
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Summary 

In this chapter, we explored some of the most widely used technical 

indicators that help traders understand market behaviour, identify 

trading opportunities, and make informed decisions. Each indicator 

offers a unique perspective on price movement, momentum, trend 

strength, or volatility. By combining these tools with live chart 

examples, readers gain practical insights into how market patterns 

evolve and how indicators can support reliable analysis. 

We began with the Relative Strength Index (RSI), a momentum 

oscillator that identifies overbought and oversold conditions. RSI 

helps traders gauge the strength of price movements and spot 

potential reversals, particularly when divergences appear between 

price and the indicator. 

The chapter then examined the Moving Average Convergence Divergence 

(MACD), a versatile tool used to measure momentum and trend 

direction. Through its MACD line, signal line, and histogram, traders 

can identify crossovers, divergences, and momentum shifts that 

indicate potential trend reversals or continuation. 

Next, we studied Bollinger Bands, a volatility-based indicator that 

consists of a moving average and two standard deviation bands. By 

observing how price interacts with the bands, traders can identify 

volatility expansions, contractions, potential breakout zones, and 

overbought or oversold conditions. 

We also covered the Fibonacci Retracement tool, which uses key 

Fibonacci ratios to identify potential support and resistance levels 

during market pullbacks. By applying these retracement levels to 

swing highs and swing lows, traders can pinpoint potential entry 

zones or anticipate areas where price may reverse. 

The Stochastic Oscillator was then introduced as a momentum indicator 

that compares a stock’s closing price relative to its recent high–low 

range. Its %K and %D lines help detect overbought and oversold 

regions, as well as potential reversal points through crossovers. 
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Finally, we explored the Average Directional Index (ADX), a powerful 

indicator that measures trend strength regardless of direction. Along 

with its companion lines, +DI and –DI, ADX helps traders distinguish 

between trending and non-trending markets and filter trade setups 

accordingly. 

Through the combined use of these indicators, RSI, MACD, Bollinger 

Bands, Fibonacci Retracement, Stochastic, and ADX, readers gain a 

comprehensive understanding of momentum, volatility, trend 

strength, and market equilibrium. While no single indicator 

guarantees accuracy, using them together enhances analytical depth 

and strengthens trading decisions. However, excessive use of multiple 

indicators may lead to information overload and conflicting signals, 

making simplicity and selective application essential. This chapter 

lays the foundation for applying technical indicators with confidence, 

discipline, and a clear interpretation of market behaviour. 

*** 
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Chapter – 9 

Candlestick Patterns  

Candlestick charts show the battle between bulls and bears in its purest form.                  

                                                                                                — Steve Nison 

Candlestick patterns play a vital role in technical analysis, offering 

traders a clear visual representation of market behaviour and potential 

future price movements. This chapter introduces the most commonly 

used candlestick patterns and explains how they can be applied to 

identify trading opportunities with confidence. 

What is a Candlestick 

A candlestick represents the price action of` an asset over a specific 

period. In a daily chart, each candlestick captures one full day of 

trading and conveys three key pieces of information: 

 

(Image 9.1: Schematic representation of a candlestick) 
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· Body: The range between the opening and closing prices. 

· Shadows (Wicks): The highest and lowest prices reached during 

the day. 

· Colour: The direction of price movement—green / white for an 

upward close and red / black for a downward close. 

Every candlestick has four essential points, often called OHLC: 

1. Open – The price at which trading started for the period. 

2. High – The highest price reached during the period. 

3. Low – The lowest price reached during the period. 

4. Close – The price at which trading ended for the period. 

Candlestick charts have become one of the most widely used tools in 

technical analysis due to their ability to present complex market data 

in a simple, visually intuitive format. 

Why Candlestick Patterns are Important 

When multiple candlesticks form sequences over time, they create 

patterns that reveal shifts in market sentiment. These patterns can 

highlight potential reversals, continuation signals, areas of indecision, 

and key support or resistance zones. 

For traders, recognising these patterns is essential for understanding 

the underlying psychology driving the market, whether buyers or 

sellers are in control, and how momentum may be shifting. 

Developing Skill Through Practice 

The best way to strengthen your understanding of candlestick 

patterns is through consistent practice. By using paper trading or a 

simulated trading platform, you can experiment with entries and exits 

based on candlestick signals in a risk-free environment. This hands-on 

experience helps build confidence and improves your ability to 

interpret real-time market behaviour. 
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Candlesticks as Part of a Broader Strategy 

Although candlestick patterns offer valuable insights, they should not 

be used as standalone trading signals. Markets are influenced by a 

variety of factors, and relying solely on candlesticks may lead to false 

interpretations. For more reliable results, always combine candlestick 

analysis with other technical tools, such as RSI, MACD, Bollinger 

Bands, ADX, or support–resistance levels to confirm the trend. 

A) Bullish Candlestick Patterns: 

Bullish candlestick patterns typically appear after a downtrend and 

signal a potential reversal in price direction. These patterns suggest a 

shift in market sentiment from selling pressure to buying interest. When 

identified correctly and confirmed with additional indicators or 

volume cues, they help traders consider opening long positions to 

capture potential upward movements. 

1. Hammer 

The Hammer is a single-candle bullish reversal pattern that appears at 

the bottom of a downtrend. It is characterised by: 

 

(Image 9.2: Illustration of hammer candlesticks—bullish on the left and 

bearish on the right) 
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· A small real body near the top of the candle. 

· A long lower shadow at least twice the size of the body. 

· Little to no upper shadow. 

This pattern shows that although sellers drove the price sharply 

downward during the session, strong buying pressure emerged and 

pushed the price back near the opening level. 

· Green hammers indicate a stronger bullish reversal than red 

hammers. 

· Confirmation is required in the form of a bullish candle on the 

following day. 

Example: Refer Image 9.3 
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2. Inverted Hammer 

The Inverted Hammer is also a single-candle pattern, but with the 

reverse structure: 

 

(Image 9.4: Illustration of inverted hammer candlesticks—bullish on the 

left and bearish on the right) 

· A small real body at the lower end. 

· A long upper shadow at least twice the body. 

· Little to no lower shadow. 

This pattern shows buyers attempted to push prices higher, but sellers 

forced a pullback. Nevertheless, the presence of buying pressure 

indicates a possible shift in momentum. 

Although less reliable than the hammer, an inverted hammer still 

hints that buyers may soon gain control. 

· Confirmation through a bullish candle on the next session is 

essential. 

Example: Refer Image 9.5 
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3. Bullish Marubozu 

The Bullish Marubozu is a powerful bullish continuation or reversal 

signal: 

 

(Image 9.6: Schematic representation of a Bullish Marubozu candlestick) 

· Appears in both uptrends and at the end of downtrends. 

· Has a long green real body with no upper or lower shadow. 

· Opens at the low of the session. 

· Closes at the high of the session. 

This candle shows that buyers dominated the entire trading period, from 

start to finish. There was no hesitation, no retracement, and no selling 

pressure strong enough to form a wick. 

A Bullish Marubozu reflects strong conviction in the uptrend. When it 

appears after consolidation or a pullback, it often marks the beginning 

of a strong upward movement. Follow-through buying on the next 

candle confirms the strength of the bullish sentiment. 

Example: Refer Image 9.7 
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4. Bullish Engulfing 

The Bullish Engulfing is a powerful two-candle reversal pattern: 

 

(Image 9.8: Schematic representation of a Bullish Engulfing candlestick 

pattern) 

· The first candle is a small red (bearish) candle. 

· The second candle is a large green (bullish) candle that 

completely engulfs the prior candle’s body. 

Even though the second day's price often opens lower, strong buying 

pressure takes over, pushing the price significantly higher and 

demonstrating a clear shift from sellers to buyers. 

· Stronger signals arise when the second candle closes above key 

resistance levels or comes with increased volume. 

Example: Refer Image 9.9 
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5. Bullish Harami 

The Bullish Harami is a two-candle pattern that signals a potential 

reversal from a downtrend: 

 

(Image 9.10: Schematic representation of Bullish Harami candlestick 

pattern) 

· Appears at the bottom of a downtrend. 

· The first candle is a long bearish candle. 

· The second candle is a small bullish candle. 

· The small candle is completely contained within the body of the 

previous candle. 

· The pattern can be a short-term trend reversal or trend 

continuation pattern 

· The pattern can be used to buy stocks for the first time or buy 

more shares 

This pattern reflects a pause in selling pressure. After a long bearish 

candle, the appearance of a small bullish candle inside the prior body 

suggests that bears are losing strength and buyers are beginning to 

step in. 

Confirmation of reversal comes when the next session produces a 

strong bullish candle or an upside breakout above the previous 

candle’s high. 

Example: Refer Image 9.11 
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6. Tweezer Bottom 

The Tweezer Bottom is a bullish reversal pattern formed by two 

consecutive candles: 

 

  

(Image 9.12: Schematic representation of Tweezer Bottom candlestick 

pattern) 

· Appears at the bottom of a downtrend 

· Consists of two candles with matching or nearly identical lows 

· The first candle is typically bearish 

· The second candle is usually bullish 

· The identical lows signal strong support at the same price level 

This pattern shows that sellers pushed the price down to the same low 

for two sessions but failed to break below it. The repeated rejection at 

the same level indicates that selling pressure is weakening and buyers are 

beginning to absorb supply. 

A strong bullish candle breaking above the second candle’s high often 

confirms a bullish reversal. 

Example: Refer Image 9.13 
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7. Piercing Line 

The Piercing Line pattern is another two-candle formation that signals 

a bullish reversal: 

 

(Image 9.14: Schematic representation of Piercing Line candlestick pattern) 

· Day 1: A long red candle continues the downtrend. 

· Day 2: A long green candle opens below the previous close (gap-

down), but closes above the midpoint of Day 1. 

This strong upward recovery shows that buyers are regaining control 

after a period of selling pressure. 

· The pattern becomes more reliable when supported by high 

volume or when Day 2 closes near or above resistance levels. 

· A further bullish candle on the next day offers confirmation. 

Example: Refer Image 9.15 
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8. Morning Star 

The Morning Star is a classic three-candle bullish reversal pattern, 

often interpreted as a sign of optimism emerging from a weak market: 

 

(Image 9.16:  Schematic representation of a Morning Star candlestick 

pattern) 

· First Candle: A long red candle continuing the downtrend. 

· Second Candle: A small-bodied candle (doji or spinning top), 

typically gapping down, showing indecision. 

· Third Candle: A strong green candle opens gap up second candle 

but closes well into the body of the first candle. 

This pattern shows that selling pressure is fading and buyers are 

stepping in. 

· A larger third candle increases the reversal strength. 

· When accompanied by high volume, the pattern becomes even 

more reliable. 

Example: Refer Image 9.17 
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9. Three White Soldiers 

The Three White Soldiers is a powerful bullish continuation and reversal 

pattern made up of: 

 

(Image 9.18: Schematic representation of Three White Soldiers candlestick 

pattern) 

· Three consecutive long green (or white) candles. 

· Each opening within or slightly above the previous candle’s 

body. 

· Each closing progressively higher. 

· Short or negligible shadows. 

This pattern signals sustained buying pressure and strong market 

confidence. 

It typically appears after a prolonged decline and suggests the 

beginning of a potential trend reversal. 

· However, if the candles become too large or appear near 

resistance, caution is advised as the market may be entering 

overbought territory. 

Example: Refer Image 9.19 
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10. Three Inside Up 

The Three Inside Up pattern is a bullish reversal formation that usually 

appears after a downtrend. It signals that selling pressure is 

weakening and that buyers may be preparing to take control. 

 
(Image 9.20: Schematic representation of a Three Inside Up candlestick 

pattern) 

Key characteristics: 

· Candle 1: A long bearish candle that continues the prevailing 

downtrend. 

· Candle 2: A smaller bullish candle that forms within the range of 

Candle 1. 

· Candle 3: A strong bullish candle that closes above the high of 

Candle 1. 

This sequence shows a clear transition from bearish dominance to 

bullish momentum: 

· Candle 1 confirms strong selling pressure. 

· Candle 2 indicates slowing momentum as buyers start stepping 

in. 

· Candle 3 provides final confirmation of a potential reversal, 

breaking past the previous range. 

The pattern is considered more reliable when accompanied by 

increased volume or support-level formation. 

Example: Refer Image 9.21 
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11. Three Outside Up 

The Three Outside Up is a strong bullish reversal pattern that typically 

forms after a downtrend. It demonstrates that buyers have decisively 

overpowered sellers and a potential upward move is underway. 

 

(Image 9.22: Schematic representation of a Three Outside Up candlestick 

pattern) 

Key characteristics: 

· Candle 1: A small bearish candle that continues the prior 

downtrend. 

· Candle 2: A large bullish candle that engulfs the entire body of 

Candle 1. 

· Candle 3: Another bullish candle that closes higher than      

Candle 2. 

This formation shows a clear shift in market sentiment: 

· Candle 1 reflects fading bearish momentum. 

· Candle 2 signals a strong bullish takeover as buyers completely 

engulf the previous session. 

· Candle 3 confirms the reversal with continued upward 

movement. 

Because the pattern includes a bullish engulfing candle followed by 

another bullish close, it is regarded as more robust than the Three 

Inside Up. 

Example: Refer Image 9.23 
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B) Bearish Candlestick Patterns: 

Bearish candlestick patterns typically appear after an uptrend and 

signal that upward momentum may be losing strength. These formations 

warn traders that selling pressure is emerging and that prices may 

soon reverse downward. Recognising these patterns can help traders 

protect profits, close long positions, or consider short-selling 

opportunities. 

1. Hanging Man 

The Hanging Man is the bearish counterpart of the hammer: 

 

(Image 9.24: Schematic representation of a Hanging Man candlestick) 

· Appears at the top of an uptrend 

· Has a small real body near the top 

· Features a long lower shadow, at least twice the body 

· Shows little or no upper shadow 

This pattern reveals that heavy intraday selling occurred, but buyers 

managed to push the price back up before the close. However, the long 

lower shadow signals vulnerability in the trend, an early sign that the 

bulls may be losing control. A strong bearish candle on the following 

day provides confirmation of reversal. 

Example: Refer Image 9.25 
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2. Shooting Star 

The Shooting Star has the same structure as an inverted hammer but 

appears after an uptrend: 

 

(Image 9.26: Schematic representation of a Shooting Star candlestick) 

· A small real body near the low 

· A long upper shadow at least twice the size of the body 

· Little or no lower shadow 

The market typically gaps up at the open, rallies to a high during the 

session, but then falls sharply to close near the opening price. 

This behaviour indicates that buyers attempted to continue the 

uptrend, but sellers quickly overwhelmed them. 

· When accompanied by high volume, this pattern becomes more 

reliable. 

Example: Refer Image 9.27 
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3. Bearish Marubozu 

The Bearish Marubozu is the opposite and signals strong bearish 

sentiment: 

 

(Image 9.28: Schematic representation of a Bearish Marubozu candlestick) 

· Forms during downtrends or at the end of an uptrend 

· Has a long red real body with no upper or lower shadow 

· Opens at the high of the session 

· Closes at the low of the session 

This candle reveals uninterrupted selling pressure throughout the 

entire period. Bears controlled the market completely, with buyers 

unable to push the price upward even slightly. 

A Bearish Marubozu shows decisive weakness. When it appears at 

market tops or after indecision candles, it often signals the beginning 

of a strong downside move. A lower close on the following session 

confirms the bearish momentum. 

Example: Refer Image 9.29 
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4. Bearish Engulfing 

The Bearish Engulfing is a strong two-candle reversal pattern: 

 

(Image 9.30: Schematic representation of a Bearish Engulfing candlestick 

pattern) 

· The first candle has a small green (bullish) body. 

· The second candle is a large red (bearish) candle that completely 

engulfs the body of the previous candle. 

This pattern signifies that buying pressure has exhausted and sellers 

have taken charge. 

· The deeper the second candle closes into previous support 

zones, the stronger the bearish reversal signal. 

Example: Refer Image 9.31 
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5. Bearish Harami 

The Bearish Harami is the opposite pattern, indicating a potential 

reversal from an uptrend: 

 

(Image 9.32: Schematic representation of a Bearish Harami candlestick 

pattern) 

· Appears at the top of an uptrend 

· The first candle is a long bullish candle 

· The second candle is a small bearish candle 

· The small candle is entirely contained within the body of the 

previous bullish candle 

This pattern reveals that bullish momentum is slowing down. After a 

strong upward move, the emergence of a small bearish candle inside 

the prior candle’s range suggests hesitation among buyers and 

increasing participation from sellers. 

Reversal confirmation occurs when the following candle closes lower, 

ideally breaking below the mother candle’s low. 

Example: Refer Image 9.33 
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6. Tweezer Top 

The Tweezer Top is the bearish counterpart, signalling a potential 

reversal at the end of an uptrend: 

  

(Image 9.34: Schematic representation of a Tweezer Top candlestick 

pattern) 

· Appears at the top of an uptrend 

· Formed by two candles with matching or nearly identical highs 

· The first candle is usually bullish 

· The second candle is typically bearish 

· The identical highs show strong resistance at the same price level 

This pattern indicates that buyers pushed the price to the same high 

twice but could not break through, suggesting exhaustion in bullish 

momentum. The failure to make a higher high gives seller an entry 

point and reveals that the uptrend is weakening. 

Reversal confirmation comes when the next candle closes lower, 

ideally breaking below the low of the second candle. 

Example: Refer Image 9.35 
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7. Evening Star 

The Evening Star is the bearish version of the Morning Star and is a 

reliable three-candle reversal pattern: 

 

(Image 9.36: Schematic representation of an Evening Star candlestick 

pattern) 

· First Candle: A strong green candle continuing the uptrend. 

· Second Candle (Star): A small-bodied candle that gaps up, 

showing indecision. 

· Third Candle: A large red candle that closes deep into the body 

of the first candle. 

This formation indicates that momentum has shifted dramatically 

from buyers to sellers. 

· When the third candle completely wipes out the first candle’s 

gains, the pattern becomes exceptionally powerful. 

Example: Refer Image 9.37 
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8. Three Black Crows 

The Three Black Crows pattern consists of: 

· Three consecutive long red candles 

· Each opening near the previous candle’s open 

· Each closing progressively lower 

· Short or no shadows 

 

(Image 9.38: Schematic representation of a Three Black Crows candlestick 

pattern) 

This pattern demonstrates strong and sustained selling pressure over 

multiple trading sessions. 

Market sentiment turns decisively bearish, often marking the 

beginning of a new downtrend. 

· Traders should watch for possible oversold conditions after very 

large candles. 

Example: Refer Image 9.39 
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9. Dark Cloud Cover 

The Dark Cloud Cover is a two-candle bearish reversal pattern: 

 

(Image 9.40: Schematic representation of a Dark Cloud Cover candlestick 

pattern) 

· The first candle is a strong green candle. 

· The second candle opens above the previous high (gap up), but 

closes below the midpoint of the first candle. 

This “dark cloud” signals that optimism faded quickly and sellers 

regained control. 

· The pattern is more significant when the second candle closes 

deeper into the previous day’s body. 

· Short shadows indicate strong conviction and a decisive shift to 

bearish sentiment. 

Example: Refer Image 9.41 
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10. Three Inside Down 

The Three Inside Down pattern is the bearish counterpart of the Three 

Inside Up. It appears after an uptrend and indicates that bullish 

momentum is weakening. 

 

(Image 9.42: Schematic representation of a Three Inside Down candlestick 

pattern) 

Key characteristics: 

· Candle 1: A long bullish candle reflecting strong upward 

momentum. 

· Candle 2: A smaller bearish candle contained within the range of 

Candle 1. 

· Candle 3: A strong bearish candle that closes below the low of 

Candle 1. 

This progression reveals a shift from buyers losing control to sellers 

gaining strength: 

· Candle 1 reflects continued bullish confidence. 

· Candle 2 signals indecision as sellers start testing the trend. 

· Candle 3 confirms bearish intent by breaking below the prior 

candle’s support. 

The pattern becomes more meaningful when it forms near resistance 

levels or after a steep uptrend. 

Example: Refer Image 9.43 
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11. Three Outside Down 

The Three Outside Down is the bearish counterpart of the Three Outside 

Up. Appearing after an uptrend, it signals that buyers are losing control 

and sellers may be preparing to dominate. 

 

(Image 9.44: Schematic representation of a Three Outside Down 

candlestick pattern) 

Key characteristics: 

· Candle 1: A small bullish candle within the existing uptrend. 

· Candle 2: A large bearish candle that engulfs the entire body of 

Candle 1. 

· Candle 3: Another bearish candle that closes lower than       

Candle 2. 

This pattern presents a strong bearish shift: 

· Candle 1 shows weakening momentum among buyers. 

· Candle 2 represents an aggressive takeover by sellers through a 

full-body engulfing move. 

· Candle 3 confirms the reversal by extending the downside. 

Given its structure, the Three Outside Down is considered a powerful 

warning that a trend reversal may already be in progress. 

Example: Refer Image 9.45 
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C) Continuation/Indecision Candlestick Patterns: 

Continuation candlestick patterns indicate that the existing market 

trend is likely to resume after a brief pause or consolidation phase. 

Instead of signalling a reversal, these formations highlight periods of 

indecision or temporary rest, during which neither buyers nor sellers 

dominate.  

1. Doji 

A Doji forms when a market’s opening and closing prices are virtually 

the same, creating a candle that looks like a cross or plus sign. Features 

include: 

 

(Image 9.46: Schematic representation of a Doji candlestick) 

· An extremely small or non-existent body 

· Upper and lower shadows of varying lengths 

The Doji reflects a tug-of-war between buyers and sellers, with neither 

side gaining control. By itself, a Doji is a neutral signal; however: 

· When it appears after a strong uptrend or downtrend, it may 

indicate weakening momentum. 

· It often appears within major reversal patterns such as the 

Morning Star (bullish) and Evening Star (bearish), adding context 

to these formations. 

Although not a direct continuation signal, it often serves as a pause 

in the prevailing trend before the next decisive movement. 

Example: Refer Image 9.47 and 9.48 
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2. Spinning Top 

A Spinning Top has: 

· A small real body at the centre 

· Upper and lower shadows of equal or nearly equal length 

 

(Image 9.49: Schematic representation of a Spinning Top candlestick) 

This pattern also represents market indecision. Bulls push prices 

higher and bears drive them lower, but neither side is strong enough 

to establish dominance. The market ends up closing near its opening 

level. 

Spinning tops typically appear: 

· During periods of consolidation. 

· After strong trending moves. 

· At points where the market temporarily loses momentum. 

While neutral in isolation, they can foreshadow a continuation of the 

prevailing trend once the period of indecision resolves. 

Example: Refer Image 9.50 and 9.51 
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Summary 

This chapter discussed the concept of candlestick chart patterns and 

their role in understanding market behaviour and price action. It 

explained the structure of candlesticks and examined various single, 

double, and multi-candlestick patterns that signal potential reversals, 

continuations, and market indecision. The chapter emphasized the 

importance of analysing these patterns in the context of prevailing 

trends, support and resistance levels, and confirmation from 

subsequent price action and volume. By focusing on practical 

interpretation rather than isolated signals, this chapter enables readers 

to recognise candlestick patterns effectively and use them as a 

supportive tool for informed trading decisions. 

*** 
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Chapter – 10 

Gap Analysis in Stock Market 

Gaps are windows into the market’s strength or weakness. 

                                                                                            - William O’Neil 

Gap analysis in the stock market refers to the study of price gaps that 

appear on charts when there is a significant difference between the 

closing price of one trading session and the opening price of the next. 

These gaps visually represent sudden shifts in market sentiment, often 

caused by impactful events, overnight news, or major changes in 

supply–demand dynamics. 

Gaps are important because they reveal how strongly traders react to 

new information, offering clues about potential trend continuation, 

reversals, or the strength of prevailing market momentum. 

Understanding the various types of gaps, why they occur, and how to 

interpret them enables traders to make more informed decisions about 

entry, exit, and risk management. 

What Causes Gapping in Trading 

Several fundamental and technical factors contribute to price gaps. 

These can broadly be grouped into the following: 

1. Earnings and Corporate Announcements 

Quarterly result declarations, dividend announcements, stock splits, 

profit warnings, and management changes can trigger strong 

reactions. 

· Better-than-expected earnings may cause a sharp gap-up. 

· Poor earnings or negative guidance may result in a gap-down. 
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2. News and External Events 

Major developments, such as geopolitical events, regulatory changes, 

mergers and acquisitions, or industry-specific news, can significantly 

shift investor expectations overnight. 

For example, a merger announcement may cause a breakaway gap, 

reflecting a sudden revaluation of the company. 

3. Market Sentiment and Institutional Activity 

Broader shifts in sentiment, fear, greed, optimism, or panic can result 

in mass buying or selling at the open. Large institutional orders 

executed after market close or at market open often amplify these 

gaps. 

4. Economic Data Releases 

Macroeconomic indicators such as GDP data, inflation numbers, 

interest rate decisions, employment reports, and global economic cues 

can significantly affect stock prices. 

Strong economic data frequently leads to a bullish reaction, 

manifesting as a gap-up, while weak data may cause a gap-down. 

5. Technical Factors 

· Completion of chart patterns (like breakouts from support or 

resistance zones). 

· Automated trading or algorithmic triggers. 

· Low liquidity during pre-market/after-hours sessions. 

These can also contribute to noticeable gapping in prices. 

Significance of Gap Analysis 

· Trend Identification: Gaps are often early markers of trend 
formation, continuation, or exhaustion. The type and context of 
a gap can indicate whether a new trend is starting or an existing 
one is weakening. 
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· Market Sentiment Insight: Gaps provide a clear visual 
representation of extreme bullish or bearish sentiment. They 
indicate how strongly traders reacted to new information and 
whether momentum is likely to continue. 

· Trading Strategy Development: Understanding gap behaviour 
helps traders design strategies such as: 

ü Gap-fill strategies 

ü Breakaway-gap trading 

ü Fade-the-gap strategies 

ü Volume-based confirmation strategies 

Types of Gaps 

1. Common Gaps 

· Usually small in size 

· Occur during normal market fluctuations 

· Frequently fill quickly 

· Indicate no major shift in trend or sentiment 

Common in low-volume or non-news-driven environments.  

Example: Refer Image 10.1 

2. Breakaway Gaps 

i) Bullish Breakaway 

· Form when price breaks out of consolidation, a range, or a 

chart pattern 

· Often accompanied by high volume 

· Indicate strong conviction and the start of a new trend 

These are powerful signals that can mark the beginning of rapid 

directional movement.  

Example: Refer Image 10.2 
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ii) Bearish Breakaway 

· Occurs after consolidation or a trading range 

· Triggered by significant bad news overnight 

· Price opens well below support 

· Often marks the start of a new downtrend 

Example: Refer Image 10.3 

3. Runaway (Continuation) Gaps 

· Occur mid-trend 

· Confirm that the current trend is strong and likely to continue 

· Usually accompanied by increased volume 

These reflect growing enthusiasm (in an uptrend) or intensifying 

selling pressure (in a downtrend). 

Example: Refer Image 10.4 

4. Exhaustion Gaps 

· Appear near the end of strong trends 

· Mark the last burst of momentum before a reversal 

· Identified by large price gaps and unusually high volume 

· Often followed by a loss of momentum and a sudden trend change. 

Example: Refer Image 10.5 
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Analysing Gaps Effectively 

i) Gap-Up 

Occurs when the opening price is higher than the previous close. 

Signals: 

· Positive news 

· Strong buying interest 

· Possible continuation of an uptrend 

Example: Refer Image 10.6 

ii) Gap-Down 

Occurs when the opening price is lower than the previous close. 

Signals: 

· Negative news 

· Increased selling pressure 

· Potential start of a downtrend 

Example: Refer Image 10.7 
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iii) Size, Volume, and Chart Location 

These factors are crucial for interpreting gaps: 

· Size: Larger gaps often carry stronger messages. 

· Volume: High volume strengthens the validity of the gap. 

· Location: Identifying whether the gap appears at the beginning, 

middle, or end of a trend helps determine whether it is 

breakaway, continuation, or exhaustion. 

Note: 

· Ideal situation hardly exists; there is always an exception. 

· Calculate the Gaps from Body to Body not from Wick to Wick. 

· Once Gap is filled, it is of no use, but remember always gaps will 

not be filled up. 

Pro-Gap 

A Pro-Gap is one of the most powerful and reliable types of price gaps 

observed in technical analysis. It reflects intense market conviction—

either bullish or bearish—and often leads to strong follow-through in 

the direction of the gap. Unlike common gaps or random price jumps, 

a Pro-Gap is driven by meaningful institutional participation, high 

volume, and strong fundamental or sentiment-driven shifts. 

Key Characteristics of a Pro-Gap 

· Large Price Difference: The opening price shows a significant 

jump (gap-up) or drop (gap-down) compared to the previous 

session’s close. 

· High Volume Confirmation: A Pro-Gap is accompanied by 

unusually high trading volume, signalling institutional buying 

or selling. 

· Strong Market Catalysts: These gaps typically result from major 

news events, earnings surprises, upgrades/downgrades, 

regulatory changes, or industry-wide developments. 
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· Trend Reinforcement: A Pro-Gap often aligns with the 

prevailing trend, confirming trend strength rather than random 

volatility. 

· Sustained Momentum: Price generally continues in the 

direction of the gap for several sessions or even weeks, making 

it a powerful trading signal. 

Types of Pro-Gaps 

i) Bullish Pro-Gap 

a) Bull Sash 

 

(Image 10.8: Schematic representation of a Bull Sash) 

· Bull Sash is a two-candle pattern. 

· It typically appears during a downtrend; however, if it forms in 

the middle of a range, it is not as powerful. 

· In a Bull Sash, the green candle opens higher than the previous 

red candle’s close and closes above the red candle’s open. 

Example: Refer Image 10.9 
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b) Bull Separating Line 

 

(Image 10.10: Schematic representation of a Bull Separating Line) 

· The Bull Separating Line is also a two-candle pattern. 

· Prior trend is not essential for this pattern. 

· The green candle opens exactly at the opening price of the 

previous red candle. 

· The Bull Separating Line is considered stronger and more reliable 

than the Bull Sash. 

Example: Refer Image 10.11 
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c) Bullish Kicker 

 

(Image 10.12: Schematic representation of a Bullish Kicker) 

· The Bullish Kicker begins with a sharp gap-up relative to the 

previous red candle’s close. 

· In this pattern, the prior trend is highly relevant, as the gap 

signifies an abrupt shift from bearish to bullish sentiment. 

Example: Refer Image 10.13 
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ii) Bearish Pro-Gap 

a) Bear Sash 

 

(Image 10.14: Schematic representation of a Bear Sash) 

· Bear Sash is a two-candle pattern. 

· It generally appears at the end of an uptrend; forming elsewhere 

makes it less significant. 

· In a Bear Sash, the red candle opens lower than the previous 

green candle’s close and closes below the green candle’s open. 

Example: Refer Image 10.15 
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b) Bear Separating Line 

 

(Image 10.16: Schematic representation of a Bear Separating Line) 

· The Bear Separating Line is a two-candle pattern. 

· Prior trend is not mandatory for this pattern. 

· The red candle opens exactly at the previous green candle’s 

opening price. 

· It is regarded as stronger and more decisive than the Bear Sash. 

Example: Refer Image 10.17 
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c) Bearish Kicker 

 

(Image 10.18: Schematic representation of a Bearish Kicker) 

· A Bearish Kicker opens with a sharp gap-down compared to the 

previous green candle’s close. 

· Prior trend is crucial, as it reflects a sudden shift from bullish to 

bearish sentiment. 

Example: Refer Image 10.19 
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Significance of a Pro-Gap 

· Identifies Strong Market Commitment: Institutional 

participation drives these moves, giving the pattern high 

reliability. 

· Signals Trend Strength: Pro-Gaps confirm the beginning of a 

new trend or continuation of an existing one. 

· Useful for Entry Points: Traders often use Pro-Gaps as breakout 

signals, entering after confirmation. 

· Helps Avoid False Breakouts: High-volume confirmation 

distinguishes a Pro-Gap from weaker, noise-based gaps. 

How Traders Use Pro-Gaps 

· Confirmation with Volume: A Pro-Gap accompanied by high 

volume is considered actionable. 

· Continuation Strategy: Traders follow the direction of the gap 

and stay with the momentum. 

· Stop-Loss Placement: Stops are often positioned below the gap 

area (for gap-ups) or above it (for gap-downs). 

· Combining with Indicators: Using indicators like RSI, MACD, 

or moving averages enhances reliability. 

Example Scenario 

A company announces far better-than-expected earnings after market 

close. 

The next day, the stock opens 10% higher with extremely high volume. 

This strong gap-up, supported by fundamentals and high 

participation, is considered a Bullish Pro-Gap, indicating strong upside 

momentum. 
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Summary 

Gaps show sudden shifts in market sentiment when price opens 

sharply above or below the previous candle. They highlight changes 

in momentum, imbalance, or reactions to news. Some gaps fill quickly, 

while others signal strength and continuation. 

Pro-Gaps are the strongest type because they form in the direction of the 

trend. An uptrend Pro-Gap opens above the previous high, and a 

downtrend Pro-Gap opens below the previous low, showing strong 

participation from professional traders. These gaps rarely fill 

immediately and often lead to powerful continuation. 

Overall, gaps reveal imbalance, while Pro-Gaps reveal conviction. 

Understanding both helps traders read market strength, identify 

continuation signals, and better interpret price behaviour. 

*** 
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Chapter – 11 

Chart Patterns 

Patterns are nothing more than a pause in the trend. — Martin Pring 

Chart patterns are visual representations of price behaviour that help 

traders understand market psychology and predict potential price 

movements. These patterns form due to collective investor actions, 

fear, greed, accumulation, distribution, and market indecision. 

Broadly, chart patterns indicate either trend continuation or trend 

reversal, and they can be classified as bullish or bearish based on the 

expected outcome. 

Bullish Chart Patterns: 

Bullish patterns signal that prices may start moving upward or 

continue an existing uptrend. They show strengthening buying 

pressure, decreasing selling momentum, or breakout readiness. 

Common Bullish Patterns 

· Double Bottom – Two equal lows signalling reversal from 

downtrend to uptrend. 

· Triple Bottom – Three equal lows signalling strong reversal 

from downtrend to uptrend. 

· Inverse Head and Shoulders – Three troughs with the middle 

one deepest, indicating trend reversal. 

· Ascending Triangle – Rising lows pressing against resistance 

for a breakout. 

· Bullish Symmetrical Triangle – Converging trendlines with 

breakout in direction of prior uptrend. 
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· Falling Wedge – Narrowing downward channel showing 

weakening sellers. 

· Bullish Pennant – Small symmetrical consolidation following a 

sharp upward move. 

· Bullish Flag – Downward-sloping consolidation after strong 

rally, continuation expected. 

· Bullish Rectangle – Sideways range that breaks upward, 

continuation of uptrend. 

· Cup and Handle – Rounded consolidation followed by a bullish 

breakout. 

· Rounding Bottom – Long-term accumulation forming a smooth 

“U” shape. 

What Bullish Patterns Indicate 

Growing demand, rising momentum, reversal from oversold zones, or 

continuation of an established uptrend. 

Bearish Chart Patterns: 

Bearish patterns signal the possibility of downward movement or 

continuation of an existing downtrend. They highlight weakening 

buying interest, stronger selling pressure, or distribution phases. 

Common Bearish Patterns 

· Double Top – Two equal highs signalling reversal from uptrend 

to downtrend. 

· Triple Top – Three equal highs signalling strong reversal from 

uptrend to downtrend. 

· Head and Shoulders – Three peaks with the middle one highest, 

indicating trend reversal. 

· Descending Triangle – Falling highs pressing against support 

for a breakdown. 

· Bearish Symmetrical Triangle – Converging trendlines with 

breakdown in direction of prior downtrend. 
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· Rising Wedge – Narrowing upward channel showing 

weakening buyers, signals reversal. 

· Bearish Pennant – Small symmetrical consolidation following a 

sharp downward move. 

· Bearish Flag – Upward-sloping consolidation after sharp 

decline, continuation expected. 

· Bearish Rectangle – Sideways range that breaks downward, 

continuation of downtrend. 

· Inverted Cup and Handle – Rounded top followed by a small 

upward handle, signals bearish breakout. 

· Rounding Top – Long-term distribution forming a smooth 

inverted “U” shape. 

What Bearish Patterns Indicate 

Increasing selling pressure, exhaustion of buyers, loss of momentum, 

or continuation of an established downtrend. 

Why Chart Patterns Matter in Technical Analysis 

· Help identify high-probability trading setups. 

· Provide entry, stop-loss, and target levels. 

· Reflect real-time market psychology and crowd behaviour. 

· Enhance decision-making during trend reversals and breakouts. 

· Allow traders to anticipate big moves before they happen. 

Types of Chart Patterns: 

1. Double Bottom Pattern 

A Double Bottom is a bullish reversal pattern that indicates a shift from 

a downtrend to an uptrend. 
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(Image 11.1: Schematic representation of a Double Bottom pattern) 

Key Features 

Formed by two major swing lows, visually resembling the letter “W”: 

· Price forms two bottoms at nearly the same level 

· A peak appears between the two bottoms, known as the neckline 

· A breakout above the neckline confirms a bullish reversal 

· Volume generally increases during the breakout, supporting the 

signal 

Market Psychology 

· Sellers push price down → first bottom forms 

· Buyers step in and lift price to neckline 

· Second decline fails to create a new low 

· Buyers show strength and absorb selling pressure 

Breakout Confirmation 

· Price must close above the neckline 

· Volume expansion adds reliability 

· Retest of the neckline acts as strong support 
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Entry: Breakout and close above neckline 

Stop-Loss: Below second bottom/Recent swing low 

Target: Height from bottoms to neckline projected upward 

What It Indicates 

· Trend reverses from bearish to bullish 

· Strength returns as buyers gain control 

Chart Study and Trade Insight 

(Refer Image 11.2) 

· Prevailing Trend: The market exhibited a downward trend prior 

to the pattern formation, clearly visible in the daily chart of 

Hindalco Industries Ltd. 

· Pattern Timeline: The Double Bottom pattern developed from 

12th December 2024 to 20th February 2025, showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout observed confirming 

strong bullish momentum. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward during the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

Note: RSI is not used to predict patterns but to confirm momentum 

once the pattern structure is in place. 

· Suggested Trade Setup: 

o Entry: Long at ₹638 

o Stop Loss: ₹606 (Recent swing low) 

o Exit/Target: ₹695 (Based on pattern projection) 

· Sample Calculation: 

Risk = Entry – Stop Loss = 638 – 606 = ₹32 

Reward = Target – Entry = 695 – 638 = ₹57 

· Risk–Reward Ratio (R:R) = 32 : 57 ≈ 1 : 1.78 

(A favourable setup where the reward is nearly 1.8 times the risk.) 
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· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 

Tip: Aggressive traders may enter above the high of the candle formed 

at the second bottom. Partial profit (50%) can be booked near the 

neckline, while the remaining position may be held for the pattern 

target, with the stop loss maintained at the recent bottom low. 

 

 



Technical Analysis - The Simple Way 

 

201 

 

(I
m

a
ge

 1
1.

2:
 D

ai
ly

 c
an

dl
es

ti
ck

 c
ha

rt
 o

f 
H

in
da

lc
o 

In
du

st
ri

es
 L

td
. 

il
lu

st
ra

ti
n

g 
a 

D
ou

bl
e 

B
ot

to
m

 p
at

te
rn

) 

 



Dr. Manoj Kumar Ray 

202 

2) Double Top Pattern 

A Double Top is a bearish reversal pattern signalling the end of an 

uptrend. 

 

(Image 11.3: Schematic representation of a Double Top pattern) 

Key Features 

Formed by two major swing highs, visually resembling the letter “M”: 

· Price forms two peaks at nearly the same level 

· A trough appears between the two peaks, known as the neckline 

· A breakdown below the neckline confirms a bearish reversal 

· Volume often increases during the breakdown, supporting the 

signal 

Market Psychology 

· Buyers push price up → first peak 

· Pullback due to profit booking 

· Second attempt to break high fails 

· Selling pressure increases as buyers weaken 

Breakout Confirmation 

· Candle closes below neckline 

· Increased volume strengthens breakdown 

· Retest of neckline becomes resistance 
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Entry: Breakdown below neckline 

Stop Loss: Above second top/Recent swing high 

Target: Height from neckline to peaks projected downward 

What It Indicates 

· Uptrend weakens 

· Sellers regain control → downtrend begins 

Chart Study and Trade Insight 

(Refer Image 11.4) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of AU Small 

Finance Bank Ltd. 

· Pattern Timeline: The Double Top pattern developed from 2nd 

February 2021 to 4th May 2021, showing the consolidation and 

breakdown phases. 

· Volume Observation: A bearish volume formation was 

observed confirming strong downward momentum. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward during the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹538 

o Stop Loss: ₹578 (Recent swing high) 

o Exit/Target: ₹465 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 40 : 73 ≈ 1 : 1.8 

(A favourable setup where the potential reward is nearly 1.8 times 

the risk.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 

Tip: Aggressive traders may follow the trade setup as mentioned in the 

Double Bottom pattern. 
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3) Triple Bottom Pattern 

A Triple Bottom is a bullish reversal pattern that signals the exhaustion 

of a downtrend and the beginning of a potential uptrend. 

 

(Image 11.5: Schematic representation of a Triple Bottom pattern) 

Key Features 

· Formed by three major swing lows at nearly the same price level 

· Each low shows strong buying support 

· A peak between the lows forms the neckline 

· Breakout above the neckline confirms the reversal 

· Volume generally increases during the breakout 

Market Psychology 

· Sellers push price down → first bottom forms 

· Buyers lift price to neckline but sellers attempt again 

· Second bottom forms but selling weakens 

· A third decline still fails to break the support 

· Buyers clearly absorb all selling pressure → momentum shifts 

· Breakout reflects a strong return of buyer dominance 
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Breakout Confirmation 

· Price must close above the neckline 

· Volume expansion adds reliability 

· A retest of the neckline often becomes strong support 

Entry: Close above neckline 

Stop Loss: Below third bottom/Recent swing low 

Target: Height from the bottoms to the neckline projected upward 

What It Indicates 

· A clear reversal from bearish to bullish 

· Strong accumulation at support 

· Buyers regain control and push price higher 

Chart Study and Trade Insight 

(Refer Image 11.6) 

· Prevailing Trend: The market exhibited a downtrend prior to the 

pattern formation, clearly visible in the daily chart of Ashok 

Leyland Ltd. 

· Pattern Timeline: The Triple Bottom pattern developed from 

10th November 2016 to 3rd January 2017, showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed with 

the formation of bullish candles. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward during the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹40.77 

o Stop Loss: ₹39.64 (Recent swing low) 

o Exit/Target: ₹44 (Based on pattern projection) 

     ₹46.25 (As per 9-EMA Exit Rule) 
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· Risk–Reward Ratio (R:R) = 1.13 : 3.23 ≈ 1 : 2.86 (As per pattern 

target) 

Risk–Reward Ratio (R:R) = 1.13 : 5.48 ≈ 1 : 4.85 (As per 9-EMA 

Exit Rule) 

Note:  

9-EMA Exit Rule (For Bullish Pattern): 

i) The 1st red candle should close below 9-EMA. 

ii) The 2nd red candle should close below the low of previous 

breakdown candle. 

· Trade Selection and Exit Preference: 

With the same defined risk, the 9-EMA exit rule delivers a 

substantially superior risk–reward outcome (≈ 1 : 4.85) 

compared to the pattern-based target (≈ 1 : 2.86), making the 

9-EMA exit the preferred strategy for trade management. 
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4) Triple Top Pattern 

A Triple Top is a bearish reversal pattern that indicates the weakening 

of an uptrend and signals a potential move downward. 

 

(Image 11.7: Schematic representation of a Triple Top pattern) 

Key Features 

· Formed by three swing highs at nearly the same price level 

· Each rally fails to break above resistance 

· Lows between highs create the neckline 

· Breakdown below the neckline confirms reversal 

· Volume typically rises during breakdown 

Market Psychology 

· Buyers push price up → first top forms 

· Sellers push price down to neckline 

· Second rally fails again → strength reduces 

· Third attempt still cannot break resistance 

· Sellers show strong dominance → buyers exhausted 

· Breakdown signals shift toward bearish control 

Breakout Confirmation 

· Price must close below the neckline 
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· Increased volume strengthens the signal 

· Retest of neckline often acts as strong resistance 

Entry: Breakdown below neckline 

Stop Loss: Above third top/Recent swing high 

Target: Height from the tops to the neckline projected downward 

What It Indicates 

· A transition from bullish to bearish 

· Distribution at resistance level 

· Sellers take control and drive price downward 

Chart Study and Trade Insight 

(Refer Image 11.8) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Astral 

Ltd. 

· Pattern Timeline: The Triple Top pattern developed from 30th 

May 2023 to 11th July 2023, showing the consolidation and 

breakdown phases. 

· Volume Observation: A volume breakdown was observed 

with the formation of bearish candles. 

· RSI Behaviour: The RSI remained near the 50 level during the 

consolidation phase and moved downward during the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹1925 

o Stop Loss: ₹1972 (Recent swing high) 

o Exit/Target: ₹1835 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 47 : 90 ≈ 1 : 1.91 

(A favourable setup where the reward is almost twice the risk, 

offering a strong downside capture.) 
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· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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5) Inverse Head and Shoulders Pattern 

An Inverse Head and Shoulders are a bullish reversal pattern within a 

downtrend. 

 

(Image 11.9: Schematic representation of an Inverse Head and Shoulders 

pattern) 

Key Features 

Pattern includes: 

· Left trough 

· Deep trough (head) 

· Right trough 

· Neckline connecting rally highs 

Market Psychology 

· Sellers push price down → first and deepest low 

· Attempts to break lower fail at right trough 

· Buyers gradually increase pressure 

Breakout Confirmation 

· Break above neckline 

· Higher volume adds strength 

· Retest of neckline provides entry opportunity 
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Entry: Breakout and close above neckline 

Stop Loss: Below right shoulder/Recent swing low 

Target: Neckline-to-head height projected upward 

What It Indicates 

· Bearish trend ending 

· Buyers regain momentum and trend reverses upward 

Chart Study and Trade Insight 

(Refer Image 11.10) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Aurobindo Pharma Ltd. 

· Pattern Timeline: The Inverse Head and Shoulders pattern 

developed from 31st August 2020 to 13th November 2020, 

showing the consolidation and breakout phases. 

· Volume Observation: The formation of bullish candles was 

observed, accompanied by a strong volume breakout near the 

neckline. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward during the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹860 

o Stop Loss: ₹815 (Recent swing low) 

o Exit/Target: ₹965 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 45 : 105 ≈ 1 : 2.33 

(A strong setup where the potential reward is more than double the 

risk, offering an attractive upside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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6) Head and Shoulders Pattern 

A Head and Shoulders is a bearish reversal pattern marking the shift 

from uptrend to downtrend. 

 

(Image 11.11: Schematic representation of a Head and Shoulders pattern) 

Key Features 

Consists of: 

· Left shoulder: first peak 

· Head: highest peak 

· Right shoulder: lower peak 

· Neckline connecting two troughs 

Market Psychology 

· Buyers push price higher repeatedly 

· Highest peak (head) shows final buying strength 

· Right shoulder shows weakening demand 

· Selling pressure increases as highs reduce 

Breakout Confirmation 

· Breakdown occurs below neckline 

· Volume surge adds confirmation 

· Retest of neckline often acts as resistance 
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Entry: Close below neckline 

Stop Loss: Above right shoulder/Recent swing high 

Target: Head-to-neckline vertical distance projected downward 

What It Indicates 

· Trend reversal from bullish to bearish 

· Sellers take control of the market 

Chart Study and Trade Insight 

(Refer Image 11.12) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Sanghvi 

Movers Ltd. 

· Pattern Timeline: The Inverse Head and Shoulders pattern 

developed from 7th February 2024 to 7th August 2024, showing 

the consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed, 

accompanied by the formation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and maintained the below 50 level during 

the breakdown, indicating sustained bearish momentum 

without oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹441 

o Stop Loss: ₹514 (Recent swing high) 

o Exit/Target: ₹220 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 73 : 221 ≈ 1 : 3.02 

(A highly favourable setup where the potential reward is more than 

three times the risk, offering strong downside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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7) Ascending Triangle Pattern 

An Ascending Triangle is a bullish continuation pattern often appearing 

in an uptrend. 

 

(Image 11.13: Schematic representation of an Ascending Triangle pattern) 

Key Features 

Formed by: 

· Flat, horizontal resistance line 

· Rising trendline with higher lows 

· Price compresses against resistance before breakout 

Market Psychology 

· Buyers consistently push higher lows 

· Sellers defend the resistance line 

· Pressure builds → breakout inevitable 

Breakout Confirmation 

· Breakout above resistance 

· Candle close + volume spike 

· Retest of resistance as new support 
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Entry: Close above horizontal resistance 

Stop Loss: Below rising trendline/Recent swing low 

Target: Height of triangle projected upward 

What It Indicates 

· Continuation of existing bullish trend 

Chart Study and Trade Insight 

(Refer Image 11.14) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Bharat 

Heavy Electricals Ltd. 

· Pattern Timeline: The Ascending Triangle pattern developed 

from 11th September 2023 to 24th November 2023, showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with the formation of bullish candles. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward during the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹152 

o Stop Loss: ₹136 (Recent swing low) 

o Exit/Target: ₹210 (Based on pattern projection)/  

                      ₹213 (As per 9-EMA Exit Rule) 

· Risk–Reward Ratio (R:R) = 16 : 58 ≈ 1 : 3.63 (On Pattern 

Projection) 

Risk–Reward Ratio (R:R) = 16 : 61 ≈ 1 : 3.81 (On 9-EMA Exit 

Rule) 

· Trade Selection and Exit Preference: 

Between the two exit approaches, the 9-EMA exit rule offers a 

superior risk–reward outcome (≈ 1 : 3.81) compared to pattern 

projection (≈ 1 : 3.63), making it the preferred choice for 

maximizing returns while maintaining the same defined risk. 
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8) Descending Triangle Pattern 

A Descending Triangle is a bearish continuation pattern commonly seen 

in downtrends. 

 

(Image 11.15: Schematic representation of a Descending Triangle pattern) 

Key Features 

Consists of: 

· Flat support zone 

· Lower highs compressing downward 

· Breakdown below support confirms trend continuation 

Market Psychology 

· Sellers push lower highs 

· Buyers defend support but weaken 

· Pressure builds until support breaks 

Breakout Confirmation 

· Breakdown below support 

· Higher volume increases reliability 

· Support becomes new resistance 

Entry: Close below support 

Stop Loss: Above descending trendline/ Recent swing high 

Target: Height of triangle projected downward 
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What It Indicates 

· Downtrend continuation 

· Selling momentum strengthens 

Chart Study and Trade Insight 

(Refer Image 11.16) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Biocon Ltd. 

· Pattern Timeline: The Descending Triangle pattern 

developed from 19th July 2022 to 29th August 2022, showing 

the consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with bearish candle formation. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward during the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹303 

o Stop Loss: ₹310 (Recent swing high) 

o Exit/Target: ₹270 (Based on pattern projection)     

· Risk–Reward Ratio (R:R) = 7 : 33 ≈ 1 : 4.71 

(An excellent setup where the potential reward is more than four and 

a half times the risk, offering a strong downside edge.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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9) Bullish Symmetrical Triangle Pattern 

A Bullish Symmetrical Triangle is a continuation pattern showing 

consolidation before an upward breakout. 

 

(Image 11.17: Schematic representation of a Bullish Symmetrical Triangle 

pattern) 

Key Features 

Formed by: 

· Lower highs 

· Higher lows 

· Symmetrical trendline compression 

· Volume contracts during consolidation 

Market Psychology 

· Buyers and sellers battle in equilibrium 

· Higher lows show building bullish pressure 

· Breakout favours the dominant uptrend 

Breakout Confirmation 

· Breakout above upper trendline 

· Volume expansion validates move 
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Entry: Close above upper converging trendline 

Stop Loss: Below lower trendline/Recent swing low 

Target: Height of triangle’s base projected upward 

What It Indicates 

· Uptrend resumes after consolidation 

Chart Study and Trade Insight 

(Refer Image 11.18) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Coforge 

Ltd. 

· Pattern Timeline: The Bullish Symmetrical Triangle pattern 

developed from 30th April 2018 to 24th July 2018, showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and maintained above 50 level after the 

breakout, indicating sustained bullish momentum without 

overbought exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹243 

o Stop Loss: ₹225 (Recent swing low) 

o Exit/Target: ₹285 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 18 : 42 ≈ 1 : 2.33  

(A favourable setup where the potential reward is more than twice 

the risk, offering a balanced and attractive upside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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10) Bearish Symmetrical Triangle Pattern 

A Bearish Symmetrical Triangle is a continuation pattern that usually 

signals the continuation of a downtrend. 

 

(Image 11.19: Schematic representation of a Bearish Symmetrical Triangle 

pattern) 

Key Features 

· Formed by two converging trendlines: 

o Lower highs 

o Higher lows 

· Shows market indecision, but with a slight bearish tilt. 

· Volume generally contracts as the pattern develops. 

Market Psychology 

· Sellers protect the highs → price keeps forming lower highs 

· Buyers defend the lows → price forms higher lows, but with 

decreasing strength 

· Pressure builds up until a breakout happens. 

Breakout Confirmation 

· Breakdown happens below the lower trendline. 

· Volume should ideally increase on the breakout. 

· Traders often wait for: 

o Candle close below trendline 

o Retest of broken level (optional but safer) 
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Entry: Close below lower triangle trendline 

Stop Loss: Above upper trendline/Recent swing high 

Target: Height of the triangle (base) projected downward from the 

breakout point. 

What It Indicates 

· A continuation of the existing bearish trend. 

· Momentum may accelerate once price exits the triangle. 

Chart Study and Trade Insight 

(Refer Image 11.20) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of Yes 

Bank Ltd. 

· Pattern Timeline: The Bearish Symmetrical Triangle pattern 

developed from 7th May 2020 to 24th June 2020, showing the 

consolidation and breakdown phases. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward during the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Volume Observation: Bearish volume was observed, with 

inconsistent market participation. 

· Suggested Trade Setup: 

o Entry: Short at ₹27 

o Stop Loss: ₹28.54 (Recent swing high) 

o Exit/Target: ₹19.60 (Based on pattern projection)/ 

                      ₹14.80 (As per 9-EMA Exit Rule) 

· Risk–Reward Ratio (R:R) = 1.54 : 7.40 ≈ 1 : 4.81 (As per Pattern 

Target) 

Risk–Reward Ratio (R:R) = 1.54 : 12.20 ≈ 1 : 7.92 (As per 9-

EMA Exit Rule) 
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· Trade Execution and Exit Decision: 

With the same defined risk of 1.54, the 9-EMA exit rule delivers 

a significantly higher reward (≈ 1 : 7.92) than the pattern-based 

target (≈ 1 : 4.81), making it the more efficient exit strategy for 

maximizing trade returns. 
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11) Falling Wedge Pattern 

A Falling Wedge is a bullish pattern signalling a reversal or continuation 

upward. 

 

(Image 11.21: Schematic representation of a Falling Wedge Bullish 

Continuation pattern) 

 

(Image 11.22: Schematic representation of a Falling Wedge Bullish 

Reversal pattern) 

Key Features 

· Converging downward trendlines 

· Lower highs and lower lows 

· Decreasing volume as sellers weaken 
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Market Psychology 

· Sellers lose strength 

· Buyers prepare for breakout 

· Compression ends with an upward move 

Breakout Confirmation 

· Breakout above upper trendline 

· Volume expansion supports trend 

Entry: Close above upper wedge trendline 

Stop Loss: Below lower trendline/Recent swing low 

Target: Wedge height projected upward 

What It Indicates 

· Bullish reversal or continuation 

Chart Study and Trade Insight 

(Falling Wedge Bullish Continuation Pattern) 

(Refer Image 11.23) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of 

Coromandel International Ltd. 

· Pattern Timeline: The Falling Wedge Bullish Continuation 

pattern developed from 15th February 2017 to 7th April 2017, 

showing the consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 
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· Suggested Trade Setup: 

o Entry: Long at ₹323 

o Stop Loss: ₹310 (Recent swing low) 

o Exit/Target: ₹360 (Based on pattern projection)/ 

                      ₹385 (As per 9-EMA Exit Rule)                    

· Risk–Reward Ratio (R:R) = 13 : 37 ≈ 1 : 2.85 (As per Pattern 

Target) 

Risk–Reward Ratio (R:R) = 13 : 62 ≈ 1 : 4.77 (As per 9-EMA 

Exit Rule) 

· Trade Selection and Exit Advantage: 

For the same risk of 13 points, the 9-EMA exit rule yields a 

superior risk–reward outcome (≈ 1 : 4.77) compared to the 

pattern-based target (≈ 1 : 2.85), making it the more favourable 

option for trade execution and exit. 
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Chart Study and Trade Insight 

(Falling Wedge Bullish Reversal Pattern) 

(Refer Image 11.24) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Cummins India Ltd. 

· Pattern Timeline: The Falling Wedge Bullish Reversal pattern 

developed from 23rd September 2019 to 17th December 2019, 

showing the consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with the formation of bullish candles. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹561 

o Stop Loss: ₹542 (Recent swing low) 

o Exit/Target: ₹645 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 19 : 84 ≈ 1 : 4.42 

(A highly favourable setup where the potential reward is more than 

four times the risk, offering a strong upside advantage.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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12) Rising Wedge Pattern 

A Rising Wedge is a bearish pattern that signals weakening momentum 

in an uptrend or continuation in a downtrend. 

 

(Image 11. 25: Schematic representation of a Rising Wedge Bearish 

Reversal pattern) 

 

(Image 11.26: Schematic representation of a Rising Wedge Bearish 

Continuation pattern) 

Key Features 

· Price rises inside converging upward trendlines 

· Higher highs and higher lows with decreasing momentum 

· Volume declines as pattern forms 

Market Psychology 

· Buyers push price up weakly 
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· Sellers gradually increase resistance 

· Loss of upward strength leads to breakdown 

Breakout Confirmation 

· Breakdown below lower trendline 

· Volume spike adds confirmation 

Entry: Close below lower wedge trendline 

Stop Loss: Above upper wedge trendline/Recent swing high 

Target: Height of wedge’s base projected downward 

What It Indicates 

· Bearish reversal in uptrend 

· Bearish continuation in downtrend 

Chart Study and Trade Insight 

(Rising Wedge Bearish Reversal Pattern) 

(Refer Image 11.27) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Eicher 

Motors Ltd. 

· Pattern Timeline: The Rising Wedge Bearish Reversal pattern 

developed from 3rd October 2022 to 11th November 2022, 

showing the consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with an accumulation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward during the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹3515 

o Stop Loss: ₹3735 (Recent swing high) 

o Exit/Target: ₹3155 (Based on pattern projection)                      
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· Risk–Reward Ratio (R:R) = 220 : 360 ≈ 1 : 1.64 

(A favourable setup where the potential reward is about 1.6 times the 

risk, offering a reasonable downside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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Chart Study and Trade Insight 

(Rising Wedge Bearish Continuation Pattern) 

(Refer Image 11.28) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of Exide 

Industries Ltd. 

· Pattern Timeline: The Rising Wedge Bearish Continuation 

pattern developed from 12th June 2015 to 24th July 2015, 

showing the consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with the formation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹150 

o Stop Loss: ₹154 (Recent swing high) 

o Exit/Target: ₹140 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 4 : 10 ≈ 1 : 2.5 

(A favourable setup where the potential reward is two and a half 

times the risk, offering a balanced downside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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13) Bullish Pennant Pattern 

A Bullish Pennant is a continuation pattern forming after a sharp 

upward move. 

 

(Image 11.29: Schematic representation of Bullish Pennant pattern) 

Key Features 

· Strong rally (flagpole) 

· Small symmetrical consolidation 

· Tight price range with falling volume 

Market Psychology 

· Traders pause after a strong move 

· Profit booking meets new buying 

· Breakout continues prior trend 

Breakout Confirmation 

· Breakout above pennant 

· Volume increase confirms move 

Entry: Breakout above pennant’s resistance 

Stop Loss: Below pennant’s lower trendline 

Target: Length of flagpole added above breakout 
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What It Indicates 

· Strong bullish continuation 

Chart Study and Trade Insight 

(Refer Image 11.30) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Action 

Construction Equipment Ltd. 

· Pattern Timeline: The Bullish Pennant pattern developed 

from 10th April 2014 to 13th May 2014, showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with consecutive bearish candles. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹21 

o Stop Loss: ₹19 (Below lower trendline) 

o Exit/Target: ₹26 (Based on pattern projection)/ 

                      ₹26.83 (As per 9-EMA Exit Rule)                 

· Risk–Reward Ratio (R:R) = 2 : 5 ≈ 1 : 2.50 (As per pattern 

Target) 

Risk–Reward Ratio (R:R) = 2 : 5.83 ≈ 1 : 2.92 (As per 9-EMA 

Exit Rule) 

· Trade Selection and Exit Preference: 

The trade offers a favourable risk–reward profile under both 

exits approaches. Conservative traders may prefer the pattern-

based target for a predefined exit and quicker profit booking. 

Traders aiming to capture extended momentum may opt for the 

9-EMA exit rule, which allows profits to run while the trend 

remains intact. The final exit choice should align with the 

trader’s risk appetite, discipline, and market conditions. 
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14) Bearish Pennant Pattern 

A Bearish Pennant forms after a sharp decline and signals further 

downside continuation. 

 

(Image 11.31: Schematic representation of a Bearish Pennant pattern) 

Key Features 

· Strong fall (flagpole) 

· Small triangular consolidation 

· Decreasing volume 

Market Psychology 

· Market pauses after heavy selling 

· Buyers provide short-term support 

· Breakdown reactivates bearish momentum 

Breakout Confirmation 

· Breakdown below pennant 

· Volume rise confirms continuation 

Entry: Breakdown below pennant support 

Stop Loss: Above upper trendline 

Target: Height of pole projected downward 
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What It Indicates 

· Bearish trend continuation 

Chart Study and Trade Insight 

(Refer Image 11.32) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Aavas Financiers Ltd. 

· Pattern Timeline: The Falling Wedge Bullish Reversal pattern 

developed from 13th May 2022 to 2nd June 2022, showing the 

consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with the accumulation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹2142 

o Stop Loss: ₹2280 (Above upper trendline) 

o Exit/Target: ₹1850 based on pattern projection               

· Risk–Reward Ratio (R:R) = 138 : 292 ≈ 1 : 2.12 

(A favourable setup where the potential reward is a little more than 

twice the risk, offering a solid downside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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15) Bullish Flag Pattern 

A Bullish Flag is a continuation pattern following a steep rally. 

 

(Image 11.33: Schematic representation of a Bullish Flag pattern) 

Key Features 

· Strong upward flagpole 

· Downward sloping channel 

· Low volume during consolidation 

Market Psychology 

· Profit booking occurs 

· Buyers wait for breakout 

· Trend resumes once channel breaks 

Breakout Confirmation 

· Breakout above channel 

· Higher volume supports move 

Entry: Breakout above flag channel 

Stop Loss: Below lower boundary of flag 

Target: Full flagpole height projected upward 

What It Indicates 

· Strong bullish continuation 



Technical Analysis - The Simple Way 

 

251 

Chart Study and Trade Insight 

(Refer Image 11.34) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Adity 

Birla Real Estate Ltd. 

· Pattern Timeline: The Bullish Flag pattern developed from 

28th July 2021 to 1st September 2021 showing the consolidation 

and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹825 

o Stop Loss: ₹710 (Below lower boundary of flag) 

o Exit/Target: ₹990 (Based on pattern projection)                

· Risk–Reward Ratio (R:R) = 115 : 165 ≈ 1 : 1.43  

(A reasonable setup where the potential reward is about 1.4 times the 

risk, offering a balanced opportunity with controlled downside.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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16) Bearish Flag Pattern 

A Bearish Flag appears after a steep decline and signals further 

downside. 

 

(Image 11.35: Schematic representation of a Bearish Flag pattern) 

Key Features 

· Strong downward flagpole 

· Upward sloping consolidation channel 

· Low volume inside flag 

Market Psychology 

· Short covering lifts price slightly 

· Sellers prepare to re-enter 

· Breakdown renews bearish pressure 

Breakout Confirmation 

· Breakdown below channel 

· Volume expansion confirms trend 

Entry: Breakdown below flag channel 

Stop Loss: Above upper flag boundary 

Target: Flagpole height projected downward 

What It Indicates 

· Bearish continuation 
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Chart Study and Trade Insight 

(Refer Image 11.36) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Astral Ltd. 

· Pattern Timeline: The Bearish Flag pattern developed from 

14th January 2025 to 10th February 2025, showing the 

consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with bearish candle formation. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹1445 

o Stop Loss: ₹1560 (Above upper flag boundary) 

o Exit/Target: ₹1235 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 115 : 210 ≈ 1 : 1.83 

(A favourable setup where the potential reward is nearly twice the 

risk, offering an attractive downside opportunity within a 

continuation structure.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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17) Bullish Rectangle Pattern 

A Bullish Rectangle is a continuation pattern created by horizontal 

consolidation in an uptrend. 

 

(Image 11.37: Schematic representation of a Bullish Rectangle pattern) 

Key Features 

· Price oscillates between support and resistance 

· Volume reduces during consolidation 

· Breakout occurs upward 

Market Psychology 

· Buyers and sellers balance 

· Buyer pressure accumulates 

· Breakout resumes uptrend 

Breakout Confirmation 

· Close above resistance 

· Volume expansion for reliability 

Entry: Close above rectangle resistance 

Stop Loss: Below rectangle support 

Target: Height of rectangle projected upward 

What It Indicates 

· Continued bullish momentum 
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Chart Study and Trade Insight 

(Refer Image 11.38) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Titan 

Company Ltd. 

· Pattern Timeline: The Bullish Rectangle pattern developed 

from 6th January 2021 to 27th May 2021 showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹1600 

o Stop Loss: ₹1400 (Below rectangle support) 

o Exit/Target: ₹1785 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 200 : 185 ≈ 1 : 0.93 

(A cautious setup where the potential reward is slightly lower than 

the risk, indicating the need for strong confirmation or active trade 

management.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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18) Bearish Rectangle Pattern 

A Bearish Rectangle signals continuation of a downtrend during 

sideways consolidation. 

 

(Image 11.39: Schematic representation of a Bearish Rectangle pattern) 

Key Features 

· Range-bound movement between support and resistance 

· Weak buying pressure 

· Breakdown below support 

Market Psychology 

· Sellers dominate longer-term trend 

· Buyers attempt to stabilize price 

· Breakdown restarts downtrend 

Breakout Confirmation 

· Candle closes below support 

· Rising volume confirms breakdown 

Entry: Close below rectangle support 

Stop Loss: Above rectangle resistance 

Target: Height of rectangle projected downward 

What It Indicates 

· Bearish continuation 
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Chart Study and Trade Insight 

(Refer Image 11.40) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of BSE 

Ltd. 

· Pattern Timeline: The Bearish Rectangle pattern developed 

from 5th March 2019 to 11th July 2019, showing the 

consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with bearish candle formation. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹64 

o Stop Loss: ₹71 (Above rectangle resistance) 

o Exit/Target: ₹60 (Based on pattern projection)/ 

                         ₹55 (As per 9-EMA Exit Rule) 

· Risk–Reward Ratio (R:R) = 7 : 4 ≈ 1 : 0.57 (As per Pattern Target) 

Risk–Reward Ratio (R:R) = 7 : 9 ≈ 1 : 1.29 (As per 9-EMA Exit 

Rule) 

· Trade Feasibility and Exit Judgment: 

With a fixed risk of 7 points, the pattern-based target offers an 

unfavourable R:R (≈ 1 : 0.57), while the 9-EMA exit rule 

improves it to a marginally acceptable level (≈ 1 : 1.29), 

suggesting greater prudence and selectivity before 

committing to the trade. 

Note:  

9-EMA Exit Rule (For Bearish Pattern): 

i) The 1st green candle should close above 9-EMA. 

ii) The 2nd green candle should close above the high of 

previous breakout candle. 
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19) Cup and Handle Pattern 

A Cup and Handle is a bullish continuation or reversal pattern. 

 

(Image 11.41: Schematic representation of a Cup and Handle pattern) 

Key Features 

· Rounded “cup” formation 

· Shallow pullback forms “handle” 

· Volume tapers during handle 

Market Psychology 

· Long consolidation (cup) 

· Short-term profit booking (handle) 

· Buyers return strongly at breakout 

Breakout Confirmation 

· Break above handle resistance 

· Volume increase supports move 

Entry: Breakout above handle resistance 

Stop Loss: Latest swing low/Below handle low 

Target: Depth of cup projected upward 

What It Indicates 

· Strong bullish continuation 
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Chart Study and Trade Insight 

(Refer Image 11.42) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Syncom 

Formulation India Ltd. 

· Pattern Timeline: The Cup and Handle pattern developed 

from 30th January 2024 to 21st August 2024 showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase and moved upward after the breakout, 

indicating sustained bullish momentum without overbought 

exhaustion. 

· Suggested Trade Setup: 

o Entry: Long at ₹19.12 

o Stop Loss: ₹16.47 (Latest swing low) 

o Exit/Target: ₹25 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 2.65 : 5.88 ≈ 1 : 2.22  

(A favourable setup where the potential reward is more than twice 

the risk, offering an attractive upside with controlled downside 

exposure.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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20) Inverted Cup and Handle Pattern 

An Inverted Cup and Handle is a bearish reversal or continuation 

pattern. 

 

(Image 11.43: Schematic representation of an Inverted Cup and Handle 

Bearish Continuation pattern) 

 

(Image 11.44: Schematic representation of an Inverted Cup and Handle 

Bearish Reversal pattern) 

Key Features 

· Rounded top 

· Small upward pullback (handle) 

· Sellers dominate at resistance 

Market Psychology 

· Distribution forms the cup 
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· Short-term buying creates handle 

· Heavy selling resumes 

Breakout Confirmation 

· Breakdown below handle support 

· Volume rises to confirm 

Entry: Breakdown below handle support 

Stop Loss: Latest swing high/Above handle high 

Target: Cup depth projected downward 

What It Indicates 

· Bearish continuation or reversal 

Chart Study and Trade Insight 

(Inverted Cup and Handle Bearish Continuation Pattern) 

(Refer Image 11.45) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Bharat Forge Ltd. 

· Pattern Timeline: The Inverted Cup and Handle Bearish 

Continuation pattern developed from 29th July 2015 to 4th 

September 2015, showing the consolidation and breakdown 

phases. 

· Volume Observation: A volume breakdown was observed 

along with bearish candle formation. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹ 538 

o Stop Loss: ₹566 (Latest swing high) 

o Exit/Target: ₹420 (Based on pattern projection) 
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· Risk–Reward Ratio (R:R) = 28 : 118 ≈ 1 : 4.21 

(A highly favourable setup where the potential reward is more than 

four times the risk, offering a strong downside opportunity.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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Chart Study and Trade Insight 

(Inverted Cup and Handle Bearish Reversal Pattern) 

(Refer Image 11.46) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Blue Star 

Ltd. 

· Pattern Timeline: The Inverted Cup and Handle Bearish 

Reversal pattern developed from 25th March 2011 to 4th May 

2011, showing the consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with an accumulation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹175 

o Stop Loss: ₹180 (Latest swing high) 

o Exit/Target: ₹155 (Based on pattern projection)           

· Risk–Reward Ratio (R:R) = 5 : 20 ≈ 1 : 4 

(A highly favourable setup where the potential reward is four times 

the risk, offering a strong downside advantage.) 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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21) Rounding Bottom Pattern 

A Rounding Bottom is a bullish reversal pattern formed over a long 

period. 

 

(Image 11.47: Schematic representation of a Rounding Bottom pattern) 

Key Features 

· Slow, curved bottom 

· Gradual shift from sellers to buyers 

· Breakout above neckline confirms reversal 

Market Psychology 

· Sellers dominate early → gradual decline 

· Stabilization phase 

· Buyers progressively gain control 

Breakout Confirmation 

· Breakout above neckline 

· Increasing volume confirms 

Entry: Breakout above rounding-top resistance line 

Stop Loss: Latest swing low/Below rounding bottom 

Target: Neckline-to-bottom height projected upward 

What It Indicates 

· Long-term bullish reversal 
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Chart Study and Trade Insight 

(Refer Image 11.48) 

· Prevailing Trend: The market exhibited a downtrend prior to 

the pattern formation, clearly visible in the daily chart of 

Cummins India Ltd. 

· Pattern Timeline: The Rounding Bottom pattern developed 

from 27th May 2019 to 1st March 2021 showing the 

consolidation and breakout phases. 

· Volume Observation: A volume breakout was observed along 

with bullish candle formation. 

· RSI Behaviour: The RSI remained above the 50 level during the 

consolidation phase but shown up and down after the breakout, 

indicating both bullish and bearish momentum. 

· Suggested Trade Setup: 

o Entry: Long at ₹855 

o Stop Loss: ₹725 (Latest swing low) 

o Exit/Target: ₹1320 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 130 : 465 ≈ 1 : 3.6 

This setup offers a favourable reward relative to risk, where the 

potential upside is more than three times the downside. Such trades 

are structurally sound when aligned with trend and volume 

confirmation. 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 
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22) Rounding Top Pattern 

A Rounding Top is a long-term bearish reversal pattern. 

 

(Image 11.49: Schematic representation of a Rounding Top Pattern) 

Key Features 

· Slow, curved top 

· Distribution phase by large players 

· Breakdown below neckline confirms pattern 

Market Psychology 

· Buyers push price early 

· Demand weakens gradually 

· Sellers gain full control near breakdown 

Breakout Confirmation 

· Breakdown below neckline 

· Volume expansion validates reversal 

Entry: Breakdown below neckline/support of rounding top 

Stop Loss: Latest swing high/Above rounding peak 

Target: Neckline-to-peak height projected downward 

What It Indicates 

· Long-term bearish reversal 
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Chart Study and Trade Insight 

(Refer Image 11.50) 

· Prevailing Trend: The market exhibited an uptrend prior to the 

pattern formation, clearly visible in the daily chart of Federal 

Bank Ltd. (India). 

· Pattern Timeline: The Rounding Bottom pattern developed 

from 14th May 2019 to 23rd July 2019, showing the 

consolidation and breakdown phases. 

· Volume Observation: A volume breakdown was observed 

along with an accumulation of bearish candles. 

· RSI Behaviour: The RSI remained below the 50 level during the 

consolidation phase and moved downward after the 

breakdown, indicating sustained bearish momentum without 

oversold exhaustion. 

· Suggested Trade Setup: 

o Entry: Short at ₹99 

o Stop Loss: ₹94 (Latest swing high) 

o Exit/Target: ₹79 (Based on pattern projection) 

· Risk–Reward Ratio (R:R) = 5 : 20 ≈ 1 : 4 

This is a highly favourable setup, where the potential reward is four 

times the defined risk. Such asymmetry provides a strong edge, even 

if not all trades succeed. 

· 9-EMA Exit Applicability: 

In this pattern, price movement is relatively range-bound; 

therefore, a fixed pattern target provides a more reliable exit 

than a trailing 9-EMA. 



Dr. Manoj Kumar Ray 

276 

 

(I
m

a
ge

 1
1.

50
: 

D
ai

ly
 c

an
dl

es
ti

ck
 c

ha
rt

 o
f 

F
ed

er
al

 B
an

k 
L

td
. (

In
di

a)
 

il
lu

st
ra

ti
n

g 
a 

R
ou

n
di

n
g 

T
op

 p
at

te
rn

) 



Technical Analysis - The Simple Way 

 

277 

Summary 

This chapter focuses on the practical application of technical analysis 

by integrating chart patterns, confirmation tools, and disciplined trade 

management into a structured decision-making process. The chapter 

emphasizes that identifying a pattern alone is not sufficient; traders 

must first understand the prevailing market trend and wait for proper 

confirmation before taking any trade. Through real chart illustrations, the 

chapter demonstrates how price action reflects market psychology 

and how patterns form as a result of accumulation, distribution, and 

shifting momentum. 

Special attention is given to the role of volume and momentum 

indicators in validating breakouts and breakdowns. The chapter 

highlights how tools such as moving averages and RSI help confirm 

strength or weakness without replacing price action. Equally 

important is the focus on clearly defining entry points, stop-loss levels, 

and realistic targets based on pattern projection. By incorporating 

risk–reward analysis into every setup, the chapter reinforces the 

importance of capital protection and consistency. 

Overall, the Chapter guides readers toward a disciplined and 

probability-based approach to trading, where patience, confirmation, 

and risk control take priority over impulsive decisions. 

*** 
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Chapter – 12 

Trading Strategies 

Plan the trade and trade the plan. — Alexander Elder 

A trading strategy is the backbone of a trader’s decision-making 

process. It provides clarity on when to enter or exit a trade, how much 

capital to allocate, and how to manage risk. While a trading style 

describes how often and how long you trade, a trading strategy is the 

specific rule-based approach you follow to participate in the market. 

This chapter explains the difference between trading strategy and 

trading style, introduces widely used strategies, and highlights 

practical considerations before implementing them. 

What Is a Trading Strategy? 

A trading strategy is a structured plan based on analysis, technical, 

fundamental, or a combination, to identify favourable market 

conditions and actionable price points.  

A strategy defines: 

· When to enter a trade 

· When to exit a trade 

· Risk controls (SL, position size, R/R ratio) 

· The indicators or chart patterns used 

· The timeframes suitable for its implementation 

Although fundamental analysis helps determine the long-term value 

of an asset, most short-term and momentum-based trading strategies rely 

heavily on technical indicators such as price action, moving averages, 

RSI, MACD, and volume signals. 
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Trading Style vs. Trading Strategy 

Many traders confuse these two terms, but they serve different 

purposes: 

Trading Style 

· Reflects personal trading preferences 

· Determines trade frequency and duration 

Examples: Scalping, Day Trading, Swing Trading, Position 

Trading 

· Influenced by time availability, risk appetite and personality 

· May change depending on market behaviour 

Trading Strategy 

· A specific method of finding trades 

· Objective rules for entry/exit 

· Indicator-based or price-action-based 

· Can be applied within any trading style 

Example: 

Style = Swing Trading 

Strategy = Breakout Strategy on Daily Chart 

Major Trading Strategies: 

Below are the most popular and widely used strategies across global 

markets. 

1. Trend Trading 

Trend trading focuses on identifying and following the major direction 

of price movement. 

Key Concepts 

· Trend traders stay in trades as long as the trend persists 

· Works well in medium-to-long-term positions 
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· Involves riding higher highs in uptrends and lower lows in 

downtrends 

Indicators Used 

· Moving Averages (10, 20, 50, 200 SMA/EMA) 

· RSI (trend strength) 

· ADX (trend confirmation) 

· MACD (momentum shift) 

Important Considerations 

· Retracements should not be mistaken for reversals 

· A trend is considered intact unless price breaks structure 

· Leverage may amplify both profits and losses 

2. Range Trading 

Range trading focuses on markets moving sideways between well-

defined support and resistance zones. 

Suitable For 

· Scalpers 

· Intraday traders 

· Swing traders in consolidation phases 

How It Works 

· Buy near support 

· Sell near resistance 

· Use stop-loss slightly outside the range 

Indicators 

· RSI (Relative Strength Index) 

→ Momentum Oscillator 

Identifies overbought and oversold zones. 
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· Stochastic Oscillator 

→ Momentum Oscillator 

Measures price momentum and potential reversals. 

· Bollinger Bands 

→ Volatility Indicator 

Shows price volatility and relative price levels. 

· MACD (Moving Average Convergence Divergence) 

→ Trend-following and Momentum Indicator 

Combines trend direction with momentum strength. 

Benefits 

· High frequency of opportunities 

· Works well in low-trend markets (e.g., major currency pairs) 

3. Breakout Trading 

Breakout traders aim to enter the market as soon as the price breaks out 

of a consolidation or chart pattern. 

How It Works 

· Identify a key level (support/resistance, trendline, pattern 

boundary) 

· Place buy or sell orders around these levels 

· Enter on increased volatility or volume 

Use of Typical Indicators  

i) Volume Indicators: 

· OBV (On-Balance Volume) 

→ Volume-Based Indicator 

Measures cumulative buying and selling pressure by adding 

volume on up days and subtracting volume on down days. It 

helps confirm trends and detect divergences. 

· MFI (Money Flow Index) 

→ Volume and Momentum Indicator 



Technical Analysis - The Simple Way 

 

283 

Uses both price and volume to identify overbought and 

oversold conditions, similar to RSI but volume-weighted. 

· VWMA (Volume Weighted Moving Average) 

→ Volume-Based Moving Average 

A moving average that gives more weight to periods with 

higher trading volume, reflecting the true average price 

influenced by market participation. 

ii) Volatility Indicators: 

· ATR (Average True Range) 

→ Volatility Indicator 

Measures market volatility by calculating the average range of 

price movement over a given period. It does not indicate trend 

direction, but helps in setting stop-loss levels and position 

sizing. 

· Bollinger Bands 

→ Volatility Indicator 

Consists of a middle moving average with upper and lower 

bands based on standard deviation. It reflects price volatility 

and helps identify overbought/oversold conditions and 

potential breakouts. 

Patterns Used 

· Triangles 

· Rectangles 

· Flags and Pennants 

· Wedges 

Breakout trading works best when combined with strong volume 

signals, as volume confirms genuine interest behind the move. 

4. Reversal Trading 

Reversal strategies aim to identify when the existing trend is losing 

strength and about to reverse. 
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Types 

· Bullish reversal (downtrend ending → uptrend begins) 

· Bearish reversal (uptrend ending → downtrend begins) 

Tools Used 

· Fibonacci Retracement 

· RSI Divergence 

· MACD Crossovers 

· Candlestick Reversal Patterns (Morning Star, Engulfing, 

Hammer, Shooting Star etc.) 

Critical Note 

· Always differentiate reversal from a normal pullback 

· Reversals often occur at psychological price levels 

5. Gap Trading 

A gap occurs when price opens significantly above or below its 

previous close, leaving a blank space on the chart. 

Common Gaps 

· Breakaway Gap – Occurs on important news or events, 

indicating the start of a new price trend after a consolidation or 

pattern. 

· Runaway/Continuation Gap – Appears during a strong 

ongoing trend, often triggered by sustained momentum or 

follow-through news, and supports the continuation of the 

existing trend. 

· Exhaustion Gap – Forms near the end of a trend, usually after 

heightened news or emotional trading, signalling potential 

trend fatigue or reversal. 

· Common Gap – Occurs without significant news or events, 

typically within a trading range, and is usually filled quickly. 
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How Traders Use Gaps 

· Gap-up opening = Long opportunity 

· Gap-down opening = Short opportunity 

· Gaps are often filled later due to mean reversion (Not necessary 

that all Gaps will be filled up) 

6. Pairs Trading 

In pairs trading, two stocks from the same sector or with strong historical 

correlation are selected. When their price relationship deviates from the 

normal pattern, the trader: 

· Buys the undervalued stock 

· Sells the overvalued stock 

The profit comes when the prices converge back to their historical 

relationship, regardless of overall market direction. 

Key Features 

· Market-neutral (less affected by market ups or downs) 

· Based on relative value, not price direction 

· Often used by professional and quantitative traders 

Example: 

If Stock A and Stock B usually move together but suddenly: 

· Stock A rises sharply 

· Stock B lags behind 

A trader may sell Stock A and buy Stock B, expecting the gap to close. 

7. Arbitrage 

Arbitrage exists when the same asset is priced differently at the same time. 

A trader buys it where the price is lower and sells it where the price is 

higher, locking in a small but relatively risk-free profit. 
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Common Types of Arbitrages 

· Cash–Futures Arbitrage: Buying in the cash market and selling 

in the futures market (or vice versa) when prices deviate from 

fair value. 

· Inter-Exchange Arbitrage: Exploiting price differences between 

two exchanges. 

· Statistical Arbitrage: Using quantitative models to identify 

temporary mispricing. 

· Triangular Arbitrage (Forex): Profiting from inconsistencies 

among three currency pairs. 

Key Characteristics 

· Low risk (when executed correctly) 

· Small margins but frequent opportunities 

· Requires fast execution and low transaction costs 

High-frequency trading firms exploit arbitrage opportunities within 

fractions of a second. 

8. Momentum Trading 

Momentum trading focuses on stocks showing strong directional 

movement backed by heavy volume. 

Key Idea 

“Buy strength, sell weakness.” 

Momentum Signals 

· Breakouts 

· High volume candles 

· RSI crossing key thresholds 

· MACD momentum shifts 

Momentum continues until exhaustion, after which a sharp reversal 

can occur. 
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Which Strategy Is Best for You 

Your ideal strategy depends on: 

· Risk profile 

· Capital size 

· Time availability 

· Trading experience 

Emotional discipline is no single strategy suited for all markets or all 

traders. 

Before You Apply a Strategy: Important Points 

1. Back test your strategy 

2. Practice on a demo account 

3. Maintain a trading journal 

4. Use risk management (SL, position sizing, max drawdown 

rules) 

5. Understand market conditions 

o Trending 

o Range-bound 

o Volatile 

o Low-volume 

6. Keep realistic expectations 

7. Avoid overtrading and emotional trading 

Summary 

Trading is a skill that blends strategy, discipline, psychology, and 

continuous learning. Each strategy has strengths and weaknesses and 

works best in specific market environments. The key is to thoroughly 

understand a strategy, adapt it to your trading style, and consistently 

refine it through experience and reflection. 

*** 
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Chapter – 13 

Risk Management 

If you do not control risk, risk will control you. — Mark Douglas 

Risk management is one of the most critical yet often overlooked 

disciplines in active trading. While market opportunities may appear 

exciting, profitable trading is not determined by how much a trader 

can earn, but by how effectively they protect their capital. Even a 

highly skilled trader with excellent strategies can lose everything in 

just one or two uncontrolled trades if proper risk control is missing. 

In the stock market, risk management is the art of balancing 

opportunities for gains with the possibility of losses. This involves a 

systematic approach to planning trades, setting limits, controlling 

emotions, and using tools like stop losses, diversification, and 

hedging. Effective risk management helps traders reduce losses, 

preserve their trading capital, and survive long enough to benefit from 

favourable market conditions. 

1. Why Risk Management Matters 

· Trading without risk management is gambling. 

· Trading with risk management is a strategic business. 

Key points: 

· It protects traders from catastrophic losses. 

· It encourages disciplined and emotion-free trading. 

· It ensures longevity in the market. 

· It supports consistent, planned decision-making rather than 

impulsive actions. 
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Active traders, especially day traders and swing traders, often operate 

in fast-moving markets where prices can change within seconds. 

Therefore, planning before entering the market is essential. 

A famous line by Sun Tzu – “Every battle is won before it is fought”- 

perfectly applies to trading: Plan the trade and trade the plan. 

Planning Your Trades 

Successful traders never enter the market blindly. Before placing a 

trade, they predetermine: 

· Entry price 

· Stop-loss (S/L) price 

· Take-profit (T/P) price 

· Risk–reward ratio 

· Expected return 

· Probability of success (technical/fundamental analysis) 

Traders who skip planning often fall victim to emotions – fear, greed, 

and hope, which are fatal in financial markets. 

a) The One-Percent Rule 

One of the most widely-used principles in trading risk management is 

the 1% Rule, which states: 

Never risk more than 1% of your total trading capital on a single trade. 

Example: 

· Capital = ₹8,00,000 → Maximum risk per trade = ₹8,000 

· Capital = ₹1,50,000 → Maximum risk per trade = ₹1,500 

Many traders with larger accounts (₹50 lakh–₹1 crore+) even risk less 

than 1%, such as 0.5%, to maintain stability. 

Going above 2% per trade dramatically increases the chances of blowing up 

an account. 
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b) Stop-Loss (S/L) and Take-Profit (T/P) Levels 

i) Stop-Loss (S/L) 

A stop-loss is an exit price where a trader accepts a loss to prevent 

further damage. 

It helps avoid the dangerous mentality of “It will come back.” 

Example: 

If a stock breaks below a major support level, exiting quickly prevents 

deeper losses. 

ii) Take-Profit (T/P) 

A take-profit is a predetermined price where the trader books profit. 

Example: 

If a stock touches a strong resistance zone, profit booking avoids 

reversals or consolidations. 

c) How to Set Better Stop-Loss and Take-Profit Levels 

Stop-loss and T/P levels are usually set using: 

i) Moving Averages 

Common MAs: 5, 10, 20, 50, 100, 200-day. 

Example: 

· Use 50-day/200-day MA for positional trades. 

· Use 20-day MA for swing trades. 

· Use 5-day or 10-day EMA for intraday trading. 

Note: Some traders use 9 and 21 EMA instead of 10 and 20 EMA. 

ii) Trendlines (Support and Resistance) 

Stop-loss can be placed: 

· Below a strong support 

· Above a strong resistance 

· Near swing highs/lows 

· Based on volatility (ATR) 
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Key Considerations 

· Avoid placing stop-loss too close to the market price. 

· Stops should be at least 1.5 × Volatility (ATR). 

· Tighten stops when volatility reduces. 

· Avoid trading during highly uncertain events (earnings, major 

news announcements). 

d) Calculating Expected Return (ER) 

Expected return helps a trader decide whether a trade is worth taking. 

Formula: 

ER = (Probability of Gain × Profit %)–(Probability of Loss × Loss %) 

If ER is positive and attractive compared to other opportunities, the 

trade is considered favourable. 

Example: 

· Probability of gain: 60% 

· Profit target: 12% 

· Probability of loss: 40% 

· Stop-loss: 5% 

ER = (0.6 × 12) – (0.4 × 5) = 7.2 – 2 = 5.2% 

A positive ER indicates a good trade. 

e) Diversification and Hedging 

Diversification 

Never put all capital into one: 

· Stock 

· Sector 

· Market cap 

· Country/region 

· Strategy 
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Diversification reduces exposure to sector-specific or event-driven 

crashes. 

Hedging 

Hedging protects your positions using: 

· Options 

· Inverse ETFs 

· Pairs trading 

· Futures 

Protective Put Example 

If you own XYZ at ₹100: 

· Buy ₹80 strike Put for ₹1 premium 

· Effective stop-loss = ₹79 (Strike – Premium) 

This protects you against major downside risk. 

2. What Is Active Trading 

Active trading refers to frequent buying and selling to profit from 

short-term price movements. Traders rely on: 

· Technical analysis 

· Chart patterns 

· Indicators 

· Market sentiment 

· High liquidity 

Active traders are not investors, they depend on frequent, disciplined 

execution. 

3. What Risk Management Techniques Used by Active Traders 

· Choosing the right broker with fast execution 

· Planning trades before execution 

· Using stop-loss and take-profit levels 
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· Diversifying exposure 

· Hedging using options 

· Following the 1% rule 

· Managing emotions 

· Keeping a trading journal 

4. How to Become a Successful Active Trader 

Success requires: 

· Strong understanding of technical analysis 

· Knowledge of market structure 

· Time commitment 

· Consistency 

· Emotional control 

· Capital protection strategies 

· A proven, tested trading system 

· Discipline to follow the plan 

A demo account helps beginners practice without risking real money. 

5. The Bottom Line 

A trader should know: 

· When to enter 

· When to exit 

· How much to risk 

· How to manage emotions 

Risk management is what separates professional traders from 

emotional beginners. With proper planning, disciplined stop-loss 

placement, diversification, and hedging strategies, traders can protect 

their capital and increase their chances of long-term success. 

In trading, survival is the first goal. Profits come second. 
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Summary 

This chapter discussed the importance of risk management as a core 

element of successful and sustainable trading. It explained how 

controlling risk is more important than predicting market direction 

and highlighted common causes of trading losses such as 

overexposure, poor position sizing, and emotional decision-making. 

The chapter covered key concepts including risk–reward ratio, stop-

loss placement, capital allocation, and money management rules. 

Emphasis was placed on preserving trading capital, managing 

drawdowns, and maintaining consistency over time. By applying 

disciplined risk management practices alongside technical analysis, 

readers are guided toward developing a professional and long-term 

approach to trading. 

*** 
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Chapter – 14 

Trading Psychology 

The market is never wrong; opinions often are. — Jesse Livermore 

When most people think of stock trading, their attention immediately 

turns to charts, indicators, market trends, or a company’s financial 

performance. While these analytical skills are undoubtedly essential, 

a trader’s mental state is equally, if not more, important. Many traders 

spend years perfecting technical analysis but lose money simply 

because they cannot manage their emotions. 

This chapter focuses entirely on the psychology of trading, the hidden 

force that shapes decisions, influences behaviour, and affects long-

term success.  

Understanding trading psychology is the first step toward developing 

the discipline and emotional stability required for consistent and 

rational decision-making. 

What Is Trading Psychology 

Trading psychology refers to the thoughts, emotions, and mental 

processes that influence how a trader behaves in the market. Every 

trade is a combination of logic and emotion. While charts tell you what 

is happening, psychology dictates how you react. 

Human minds are naturally wired with emotions like fear, greed, 

hope, frustration, admiration, and regret. These emotions are helpful 

in real life but can be damaging inside the market. For example, a 

trader may hold on to a losing stock simply because they like the 

company’s products. Another trader may refuse to sell a profitable 
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position because greed convinces them they can make “just a little 

more.” 

The most successful traders are not just good analysts; they are 

masters of their own emotions. 

Key Emotions That Influence Traders 

1. Fear 

Fear is the single most common emotion in trading. It emerges when: 

· A trade moves against your expectation. 

· You hesitate to enter a trade in fear of being wrong. 

· You avoid booking a loss hoping the stock will rebound. 

· You exit too early because you fear losing your profits. 

Fear triggers the classic human “fight or flight” response, and in the 

markets, most traders choose the flight option, cutting positions 

without a plan or avoiding trades altogether. 

An important part of trading psychology is identifying why you feel 

fear. Is it lack of confidence? Poor risk management? Past losses? Once 

you understand the source, you can work to overcome it. 

2. Greed 

Greed is the second major emotion that derails traders. It shows up 

when: 

· You hold a profitable position for too long. 

· You take risky trades just because a stock is moving fast. 

· You chase returns without a strategy. 

· You ignore your predefined targets and stop-loss levels. 

Greed creates a false sense of invincibility. When markets are bullish, 

traders are more prone to this emotion, convincing themselves that 

“this rally will never end.” But greed blinds rationality and is often 

responsible for wiping out hard-earned profits. 
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3. Hope 

Hope can be a dangerous companion in the stock market. 

Unlike strategic optimism, mindless hope leads to poor decisions such 

as: 

· Holding a losing position waiting for a miracle recovery. 

· Ignoring stop-loss triggers. 

· Overstaying in trades that have already reversed. 

When traders replace data with hope, their behaviour becomes similar 

to gambling. Hope is useful when combined with logic, but 

destructive when used as a substitute for discipline. 

4. Regret 

Regret occurs when: 

· You miss a profitable opportunity. 

· You enter a trade without conviction. 

· You sell too early or too late. 

· You follow others blindly and end up losing. 

Regret often pushes traders into “revenge trading”, taking impulsive 

trades to make up for missed chances. This can drain both capital and 

confidence. The key is to accept that no trader in the world catches 

every opportunity. Missing out is a natural part of the market. 

The goal is to learn from the experience, not chase after it. 

5. FOMO (Fear of Missing Out) 

FOMO is a modern but extremely common emotion. It appears when 

you see others profiting from a stock after it has already moved. This 

anxiety pushes traders to enter late, at inflated prices, and often leads 

to losses. 

FOMO-driven trades are usually based on noise, rumours, or trends 

on social media, not analysis. 
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6. Ego 

Many traders lose money not because of lack of skill, but because of 

their ego. Ego convinces you that: 

· Your analysis cannot be wrong. 

· Markets must obey your expectations. 

· You need to prove your intelligence to others. 

· Sticking to a losing trade will eventually work. 

Markets do not care about how smart a trader thinks he is. Letting ego 

rule your decisions can destroy your portfolio faster than any technical 

mistake. 

Why Emotions Are So Powerful in Trading 

Trading involves money, uncertainty, competition, and constant 

decision-making. These factors naturally activate emotions. 

Behavioural finance studies show that people experience the pain of 

loss twice as strongly as the pleasure of equivalent gains. This “loss 

aversion” explains why traders: 

· Hold losing positions too long. 

· Exit winning trades too early. 

· Avoid taking new trades after a loss. 

· Get stuck in emotionally charged cycles. 

Recognizing these psychological biases is the cornerstone of building 

a disciplined trading mindset. 

How to Control Emotion-Driven Trading 

1. Identify Your Emotional Triggers 

Every trader has a different psychological pattern. Some panic during 

volatility. Some become greedy during rallies. Some get discouraged 

after small losses. Observe your behaviour and identify these 

emotional triggers. Self-awareness is the first step toward emotional 

discipline. 
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2. Maintain a Trading Journal 

A trading journal helps you track: 

· Why you entered a trade? 

· What you felt during the trade? 

· How you exited? 

· What went wrong? 

Over time, patterns will emerge. You will recognize situations where 

emotions overpower logic. This awareness leads to continuous 

psychological improvement. 

3. Use Rule-Based Trading Systems 

Create a structured system with: 

· Clear entry rules 

· Stop-loss levels 

· Profit targets 

· Risk–reward ratio 

· Maximum daily gain/loss limits 

Rules reduce emotional interference. By following them consistently, 

you remove impulses and bring discipline into your trading. 

4. Embrace Risk Management 

Sound risk management is the backbone of emotional control. It 

ensures: 

· Losses are limited 

· Profits are protected 

· No single trade destroys your capital 

Proper position sizing, trailing stop losses, and predefined risk levels 

help remove panic, fear, and hope. 

5. Conduct Thorough Research 

Knowledge reduces emotional uncertainty. The more you understand 

the stocks you trade, financials, sector trends, macro conditions, the 

more confident and objective your decisions become. 
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6. Remain Flexible 

Markets evolve constantly. Strategies that worked last year may fail 

today. Flexibility and openness to learning prevent emotional rigidity 

and keep you aligned with the market’s changing character. 

Summary 

Trading psychology is not a theoretical concept. It is a real, powerful 

force that determines whether a trader thrives or fails. Charts, 

indicators, and analysis can help, but only if your mind is calm, 

disciplined, and grounded in logic. 

Mastering your emotions is not a one-time task. It is an ongoing 

process of observation, reflection, and self-improvement. 

In the end, the market does not beat you, your own emotions do. 

Control them, and you control your trading destiny. 

*** 
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Chapter – 15 

Conclusion 

Successful trading is about discipline, patience, and continuous learning.  

                                                                                       — Paul Tudor Jones 

This book concludes with a simple but powerful understanding: 

markets are not chaotic forces driven by chance, but structured systems 

shaped by human behaviour. Every price movement, trend, 

consolidation, and breakout reflects collective decisions made by 

buyers and sellers reacting to information, emotion, and expectation. 

Technical analysis provides a practical framework to read this 

behaviour directly from price, without bias or prediction. 

Throughout this book, we have focused on developing the ability to 

observe markets objectively. From identifying trends and 

understanding price structure to recognising candlestick patterns, 

chart formations, volume behaviour, and indicator confirmation, each 

concept has been presented as part of a larger process rather than an 

isolated technique. When used together, these tools help traders move 

from uncertainty to clarity and from reaction to preparation. 

One of the most important lessons reinforced repeatedly is that 

successful trading is not about being right all the time. It is about 

managing risk when wrong and allowing profits to grow when right. 

Clearly defined entry points, disciplined stop-loss placement, realistic 

targets, and favourable risk–reward ratios form the backbone of 

sustainable trading. Without risk control, even the best analysis loses 

its value. 

Equally critical is the role of discipline and mindset. Emotional 

responses such as fear, greed, impatience, and overconfidence often 

cause more damage than incorrect analysis. The market does not 
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reward excitement or impulsiveness; it rewards consistency, patience, 

and respect for process. By following structured rules and accepting 

losses as part of the journey, traders develop resilience and long-term 

confidence. 

This book does not claim to provide certainty or shortcuts. Instead, it 

offers a reliable roadmap for understanding how markets behave and 

how traders can position themselves responsibly within that 

behaviour. Technical analysis is a skill that improves with 

observation, practice, and reflection. Charts should be studied 

repeatedly, trades reviewed honestly, and lessons absorbed 

continuously. 

As you move forward, treat the market as a learning environment 

rather than a battleground. Stay aligned with the trend, wait for 

confirmation, manage risk carefully, and focus on consistency rather 

than perfection. Over time, disciplined execution of simple principles 

will outweigh complex strategies and emotional decisions. 

In conclusion, technical analysis is not merely a trading method; it is a 

mindset of structured thinking, patience, and self-control. When analysis, 

risk management, and discipline work together, trading becomes a 

process guided by logic rather than emotion. Let this book serve as a 

foundation, one that you continue to build upon through experience, 

awareness, and continuous learning. 

*** 



Technical Analysis - The Simple Way 

 

305 

REFERENCES 

1. Kundur, Akash (2022). Trading Chart Pattern. Printwell 

Enterprises, Prabhat Road, Deccan Gymkhana, Pune – 411 004. 

2. Gurjar, Sunil and Thakkar, Vijay (2023). Make Money with Chart 

Patterns. My Book Mojo Publishing House, Mumbai – 400 063. 

3. Katwal, Rohit (2025). The Art and Science of Trading. Manjul 

Publishing House Pvt. Ltd., C-16, Sector -3, Noida, Uttar Pradesh 

– 201 301 

4. Patel, Ravi (2024). Advanced Technical Analysis Simplified. 

Buzzingstock Publishing House, Mumbai – 400 056 

5. Ladha, Pankaj and Ladha, Anant (2025). Indian Stock Market 

Simplified. Penguin Random House India Pvt. Ltd., MG Road, 

Gurugram – 122 002 

6. Kharbanda, Singh Harneet (2025). Swing Trading. Jaico Publishing 

House, A-2 Jash Chambers, 7-A Sir Phirozshah Mehta Road Fort, 

Mumbai – 400001 

7. Agrawal, Mukul (2022). The Simplest Book for Technical Analysis. 

Invincible Publishers, 201-A, SAS Tower, Sector – 38, Gurugram – 

122003 

8. Gurjar, Sunil (2025). Technical Analysis Made Easy. Jaico Publishing 

House, A-2 Jash Chambers, 7-A Sir Phirozshah Mehta Road Fort, 

Mumbai – 400 001 

9. Lambert, C. (2009). Candlestick Charts. Harriman House Ltd., 3A 

Penns Road Petersfield Hampshire GU32 2EW GREAT BRITAIN. 

10. Rossolimos, Timon. (2017). 24 chart Patterns and Candlesticks – Cheat 

Sheet. Timon and MATI Enterprise (Pty) Ltd. 

11. Nison, S. (2001). Japanese candlestick charting techniques: A 

contemporary guide to the ancient investment techniques of the Far East. 

New York Institute of Finance. 



Dr. Manoj Kumar Ray 

306 

12. Sundarka, A. (2022). Trading mastermind – Become a trading expert 

from scratch. ZebraLearn. 

13. Bulkowski, T. N. (2005). Encyclopedia of chart patterns (2nd ed.). 

Wiley. 

14. Edwards, R. D., Magee, J., and Bassetti, W. H. C. (2018). Technical 

analysis of stock trends. CRC Press. 

15. Murphy, J. J. (1999). Technical analysis of the financial markets. New 

York Institute of Finance. 

16. Nison, S. (1991). Japanese candlestick charting techniques. Prentice 

Hall Press. 

17. Pring, M. J. (2002). Technical analysis explained. McGraw-Hill. 

18. Investopedia. (n.d.). Technical Analysis and Trading Concepts. 

https://www.investopedia.com 

19. StockCharts. (n.d.). ChartSchool. https://school.stockcharts.com 

20. TradingView. (n.d.). Trading Education. 

https://www.tradingview.com 

21. https://corporatefinanceinstitute.com 

22. https://enrichmoney.in 

23. https://www.xs.com 

24. https://joinfingrad.com 

25. https://www.zerodha.com 

26. https://www.groww.in 

 

*** 



Technical Analysis - The Simple Way 

 

307 

INDEX 

A 

Accumulation, 10, 46 

Ascending Triangle Pattern, 219 

Average Directional Index, 108 

B 

Bar Chart, 39 

Bearish Engulfing, 144 

Bearish Flag Pattern, 253 

Bearish Harami, 146 

Bearish Marubozu, 142 

Bearish Pennant Pattern, 247 

Bearish Rectangle Pattern, 259 

Bearish Symmetrical Triangle 

Pattern, 228 

Bollinger Bands, 95 

Breakaway Gap, 169, 284 

Breakout Trading, 282-283 

Bullish Engulfing, 122 

Bullish Flag Pattern, 250 

Bullish Harami, 124 

Bullish Marubozu, 120 

Bullish Pennant Pattern, 244 

Bullish Rectangle Pattern, 256 

Bullish Symmetrical Triangle 

Pattern, 225 

C 

Candlestick Patterns, 113, 115, 138, 

160 

Change in Polarity, 33 

Chart Patterns, 195 

Common Gap, 169, 284 

Cup and Handle Pattern, 262 

D 

Dark Cloud Cover, 154 

Descending Triangle Pattern, 222 

Death Cross, 66 

Distriburibution Phase, 10 

Doji, 160 

Double Bottom, 11 

Double Bottom Pattern, 197 

Double Top, 11 

Double Top Pattern, 202 

Dow Theory, 7 

Downtrend, 15, 19, 23, 28 

E 

Entry Point, 2, 101, 192 

Evening Star, 150 

Exhaustion Gap, 172, 284 

Exponential Moving Average, 56 

F 

Falling Wedge Pattern, 232 

Fibonacci Retracement, 99 

G 

Gap Analysis, 167 

Golden Cross, 66 

Greed, 298 

H 

Hammer, 115 

Hanging Man, 138 

Head and Shoulders Pattern, 216 
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I 

Indicators, 4, 51, 79, 281 

Inverse Head and Shoulders 

Pattern, 213 

Inverted Cup and Handle Pattern, 

265 

Inverted Hammer, 118 

L 

Lagging Indicator, 14, 53, 94, 109 

Line Chart, 37 

Long Position, 26, 33, 82, 115, 138 

M 

MACD, 85 

Market Psychology, 35 

Morning Star, 130 

Moving Averages, 53, 62, 64, 71, 78, 
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O 

Overbought, 80, 95 

Oversold, 80, 95 

P 

Patterns, 4, 11, 46, 113, 195 

Piercing Line, 128 

Price Action, 5, 11, 15, 37, 51, 69, 78, 

95, 113, 166, 277, 279 

Price Charts, 2, 37, 43 

Pro-Gap, 179, 186, 192 

R 

Range-bound Market, 21 

Relative Strength Index, 79 

Resistance, 31 

Retracement, 99, 101 

Rising Wedge Pattern, 238 

Risk Management, 16, 289 

Rounding Bottom Pattern, 271 

Rounding Top Pattern, 274 

S 

Shooting Star, 140 

Sideways Trend, 21 

Simple Moving Average, 54, 73 

Spinning Top, 163 

Stochastic Oscillator, 105, 282 

Support, 2, 31 

T 

Technical Analysis, 16 

Technical Indicators, 79 

Three Black Crows, 152 

Three Inside Down, 156 

Three Inside Up, 134 

Three Outside Down, 158 

Three Outside Up, 136 

Three White Soldier, 132 

Trading Strategies, 66, 69, 279 

Trading Psychology, 297 

Trend Analysis, 17 

Trend Channels, 26 

Triple Bottom Pattern, 205 

Triple Top Pattern, 209 

Tweezer Bottom, 126 

Tweezer Top, 148 

U 

Uptrend, 17, 47 

V 

Volume Analysis, 45 

VWAP, 33, 51 

W 

Weighted Moving Average,  58 


