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C H A P T E R  0 1  T R A D I N G  A N D  T Y P E S

S C A L P I N G  

D A Y  T R A D I N G

S W I N G  T R A D I N G

M O M E N T U M  T R A D I N G

I t  i s  also  known  as  micro - t rading.  Scalping

and  day - t rading  are  both  subsets  of

int raday  t rading.  Scalping  involves  reaping

smal l  prof i ts  repeatedly  ranging  f rom  a

dozen  to  a  hundred  prof i ts  in  a  s ingle

market  day.

Stock  t rading  re fers  to  the  buying  and  sel l ing  of

shares  in  a  part icular  company ;  i f  you  own  the

stock,  you  own  a  piece  of  the  company.

Trading  i s  essent ia l ly  the  exchange  of  goods  and

serv ices  between  two  ent i t ies .  I t  i s  the  basic

pr inciple  which  forms  the  core  of  al l  economic

societ ies  and  f inancia l  act iv i t ies .

Trade  governs  the  wheels  of  progress  in  any

society  and  al lows  for  wealth  creat ion.  A  place

where  any  form  of  t rade  takes  shape  i s  cal led  a

market .  Depending  on  the  kind  of  products ,  the

market  i s  def ined.  For  instance,  a  place  where

stock  t rading  takes  place  i s  cal led  the  stock

market .

TYPES OF TRADING

SCALPING - 
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However ,  every  t ransact ion  does  not  yie ld  prof i ts ,

and  in  some  cases ,  a  t rader ’s  gross  losses  might

exceed  the  gains .  The  holding  per iod  of  secur i t ies ,

in  th is  case,  i s  shorter  compared  to  day - t rading,  i .e .

indiv iduals  hold  stocks  spanning  a  maximum  of  a

few  minutes .

This  feature  al lows  for  the  f requency  of

t ransact ions .  Simi lar  to  day - t rading,  scalping

requires  market  exper ience,  prof ic iency,  awareness

of  market  f luctuat ions ,  and  prompt  t ransact ions .

DAY TRADING - 

This  form  of  t rade  involves  purchasing  and

sel l ing  stocks  in  a  s ingle  day.  In  the  case  of  day

trading,  indiv iduals  hold  stocks  for  a  few

minutes  or  hours .  A  t rader  involved  in  such

trade  needs  to  close  his /her  t ransact ions  pr ior

to  the  day ’s  market  closure .  

Day  t rading  requi res  prof ic iency  in  market  matters ,

a  thorough  understanding  of  market  volat i l i ty ,  and

a  keen  sense  regarding  the  up  and  down  in  stock

values .  Therefore ,  i t  i s  performed  most ly  by

exper ienced  investors  or  t raders .

SWING TRADING -
This  sty le  of  stock  market  t rading  i s  used  to

capi ta l ise  on  short - term  stock  t rends  and  patterns .

Swing  t rading  i s  used  to  earn  gains  f rom  stock

with in  a  few  days  of  purchasing  i t ;  ideal ly  one  to

seven  days .  Traders  technical ly  analyse  the  stocks

to  gauge  the  movement  patterns  they  are  fo l lowing

for  the  proper  execut ion  of  thei r  investment

object ives .
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MOMENTUM TRADING - 

In  the  case  of  momentum  t rading,  a  t rader  exploi ts

a  stock ’s  momentum,  i .e .  a  substant ia l  value

movement  of  stock,  ei ther  upwards  or  downwards .

A  t rader  t r ies  to  capi ta l ise  on  such  momentum  by

ident i fy ing  the  stocks  that  are  ei ther  breaking  out

or  wil l  break  out .

In  case  of  upward  momentum,  the  t rader  sel ls  the

stocks  he /she  i s  holding,  thus  yie ld ing  higher  than

average  returns .  In  case  of  downward  movement ,

the  t rader  purchases  a  considerable  volume  of

stocks  to  sel l  when  i ts  pr ice  increases .
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CHAPTER  02   W H Y  P R I C E  A C T I O N ?

Pr ice  act ion  can  be  s imply  def ined  as  the  act ion

that  you  take  when  the  stock  reaches  a  speci f ic

pr ice  or  the  act ion  you  take  when  the  pr ice

comes  in  our  speci f ic  target  zone.  I t  can  be

ei ther  buy  or  sel l

The  pr ice  act ion  t rader  bases  thei r  t rades  on

predict ions  of  whether  buying  demand  i s

greater  than  the  supply  of  sel lers  –  and

therefore  the  pr ice  i s  poised  to  head  higher  –  or

v ice  versa .  In  the  Forex  market ,  th is  means  that

a  t rader  wil l  endeavour  to  buy  (or  “go  long  on” )

a  currency  pair  when  the  base  currency,  the  one

quoted  f i rs t ,  i s  l ike ly  to  appreciate  against  the

counter  currency,  the  one  l i s ted  second ;

conversely ,  they  wil l  sel l  (or  “go  short  on” )  a

currency  pair  wherein  they  expect  the  counter

currency  to  appreciate  re lat ive  to  the  base

currency.  In  order  to  make  these  predict ions ,

pr ice  act ion  t raders  in terpret  the  conf luence  of

many  factors ,  part icular ly  t rends ,  candlest ick

patterns ,  and  pr ice  levels  known  as  “support

and  res is tance.”  This  guide  i s  in tended  to

provide  an  in t roduct ion  to  these  in terpret ive

factors ,  to  the  r isk  management  pract ices

essent ia l  to  prof i table  t rading,  and  last ly ,  some

examples  of  rea l  t rades  that  demonstrate  these

ideas  in  act ion.
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the  best  way  to  ident i fy  the  target  pr ice  i s  to

ident i fy  the  support  and  res is tance  points .

the  support  pr ice  i s  a  pr ice  at  which  one  can  expect

more  buyers  than  sel lers  l ikewise ,  the  res is tance

pr ice  i s  a  pr ice  at  which  one  can  expect  more

sel lers  than  buyers .  On  a  standalone  basis ,  t raders

can  use  S&R  to  ident i fy  the  entry  points  for  t rade  as

wel l .

 -  

Hesi tated  to  move  up  fur ther  af ter  a  br ief  up

move.

S&R Construction -
S T E P - 1  -  L O A D  P O I N T S  -  

For  short  term  S&R  load  at  least  3 -6  months  of  data

points .

for  Long  term  S&R  load  at  least  12 -18months  of

data  points .  

S T E P - 2 -  I D E N T I F Y  A T  L E A S T  3  P R I C E  A C T I O N

Z O N E S -

CHAPTER  03   S U P P O R T  A N D  R E S I S T A N C E
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Hesi tated  to  move  down  fur ther  af ter  a  br ief

down  move

THE  STOCK  CAN  R E J E C T  FROM  THERE

THE  STOCK  CAN  B R E A K  THEM

THE  STOCK  CAN  PUSH  THROUGH  THEM  BY

JUST  ENOUGH  TO  STOP  YOU  OUT  BEFORE  IT

REVERSES  WHICH  IS  A  FALSE  BREAKOUT.

W H A T  A R E  P O S S I B I L I T I E S  T H A T  C A N  H A P P E N

W H E N  T H E  P R I C E  R E A C H E S  T H E S E  L E V E L S

1 .

2 .

3 .
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CHAPTER  04   PATTERNS

Patterns  are  the  dist inct ive  format ions  created

by  the  movements  of  secur i ty  pr ices  on  a  chart

and  are  the  foundat ion  of  technical  analys is .

A  pattern  i s  ident i f ied  by  a  l ine  that  connects

common  pr ice  points ,  such  as  clos ing  pr ices  or

highs  or  lows,  dur ing  a  speci f ic  per iod  of  t ime.

Technical  analysts  and  chart is ts  seek  to  ident i fy

pat terns  as  a  way  to  ant ic ipate  the  future

di rect ion  of  a  secur i ty ’s  pr ice .

These  patterns  can  be  as  s imple  as  t rendl ines

and  as  complex  as  double  head -and -shoulders

format ions .

candlest ick  pattern

chart  pattern

SINGLE  CANDLESTICK  PATTERN  

MULTI  CANDLESTICK  PATTERN

 

There are two types of patterns -

CANDLESTICK PATTERN -

 Candlest ick  charts  are  a  technical  tool  that

packs  data  for  mult ip le  t ime  f rames  in to  s ingle

pr ice  bars .  

T Y P E S  O F  C A N D L E S T I C K  P A T T E R N  -  
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MARUBOZU

DOJI

SPINNING  TOP

PAPER  UMBRELLA

SHOOTING  STAR

The  Marubozu  i s  the  f i rs t  s ingle

candlest ick  pattern  that  we  wil l

understand.  The  word  Marubozu  means

“Bald”  in  Japanese.  

SINGLE  CANDLESTICK  -   

As  the  name  suggests ,  a  s ingle  candlest ick

pattern  i s  formed  by  just  one  candle .  So  as  you

can  imagine,  the  t rading  s ignal  i s  generated

based  on  1  day ’s  t rading  act ion.  The  t rades

based  on  a  s ingle  candlest ick  pattern  can  be

extremely  prof i table  provided  the  pattern  has

been  ident i f ied  and  executed  correct ly .

One  needs  to  pay  some  attent ion  to  the  length

of  the  candle  whi le  t rading  based  on

candlest ick  patterns .  The  length  s igni f ies  the

range  for  the  day.  In  general ,  the  longer  the

candle ,  the  more  in tense  i s  the  buying  or

sel l ing  act iv i ty .  I f  the  candles  are  short ,  i t  can

be  concluded  that  the  t rading  act ion  was

subdued.

There  are  many  s ingle  candlest ick  patterns  -

1.

2 .

3 .

4 .

5 .

MARUBOZU  -  
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There  are  two  types  of  marubozu  –  the  bul l ish

marubozu  and  the  bear ish  marubozu

BULLISH  MARUBOZU  -  

A  bul l ish  marubozu  indicates  that  there  i s  so

much  buying  in terest  in  the  stock  that  the  market

part ic ipants  were  wil l ing  to  buy  the  stock  at  every

pr ice  point  dur ing  the  day,  so  much  so  that  the

stock  closed  near  i ts  high  point  for  the  day.  I t

does  not  matter  what  the  pr ior  t rend  has  been,

the  act ion  on  the  marubozu  day  suggests  that  the

sent iment  has  changed  and  the  stock  i s  now

bul l ish .  The  expectat ion  i s  that  with  th is  sudden

change  in  sent iment ,  there  i s  a  surge  of

bul l ishness ,  and  th is  bul l ish  sent iment  wil l

cont inue  over  the  next  few  t rading  sess ions .

Hence  a  t rader  should  look  at  buying

opportuni t ies  with  the  occurrence  of  a  bul l ish

marubozu.  The  buying  pr ice  should  be  around  the

clos ing  pr ice  of  the  marubozu.
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BEARISH  MARUBOZU  -  

A  bear ish  marubozu  indicates  that  there  i s  so

much  sel l ing  pressure  in  the  stock  that  the  market

part ic ipants  actual ly  sold  at  every  pr ice  point

dur ing  the  day,  so  much  so  that  the  stock  closed

near  i ts  low  point  of  the  day.  I t  does  not  matter

what  the  pr ior  t rend  has  been,  the  act ion  on  the

marubozu  day  suggests  that  the  sent iment  has

changed  and  the  stock  i s  now  bear ish .

The  expectat ion  i s  that  th is  sudden  change  in

sent iment  wil l  be  carr ied  forward  over  the  next

few  t rading  sess ions ,  and  hence  one  should  look

at  short ing  opportuni t ies .  The  sel l ing  pr ice

should  be  around  the  clos ing  pr ice  of  the

marubozu.
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A  Doj i  i s  a  name  for  a  sess ion  in  which  the

candlest ick  has  an  open  and  close  that  are

vi r tual ly  equal  and  are  often  components  in

pat terns .

DOJI  -  

Doj i  also  conveys  indecis ion  in  the  market .

By  def in i t ion,  doj is  do  not  have  a  rea l  body.

However ,  in  rea l i ty ,  even  i f  a  wafer - th in

body  appears ,  i t  i s  acceptable .  Doj i

format ions  come  in  three  major  types :

gravestone ;  long - legged ;  and  dragonf ly .
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SPINNING  TOP  -  

The  spinning  top  i s  a  very  in terest ing

candlest ick .  Unl ike  the  Marubuzo,  i t  does  not

give  the  t rader  a  t rading  s ignal  with  a  speci f ic

entry  or  an  exi t  point .  However ,  the  spinning

top  gives  out  useful  in format ion  concerning

the  current  s i tuat ion  in  the  market .  The  t rader

can  use  th is  in format ion  to  posi t ion  himsel f  in

the  market .  The  colour  of  the  candle  does  not

matter .
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PAPER  UMBRELLA  -  

The  paper  umbrel la  i s  a  s ingle  candlest ick

pattern  that  helps  t raders  in  set t ing  up

direct ional  t rades .  The  in terpretat ion  of  the

paper  umbrel la  changes  based  on  where  i t

appears  on  the  chart .  A  paper  umbrel la

consis ts  of  two  t rend  reversa l  patterns ,  namely

the  hanging  man  and  the  hammer .  The

hanging  man  pattern  i s  bear ish ,  and  the

hammer  pattern  i s  re lat ive ly  bul l ish .  A  paper

umbrel la  i s  character ized  by  a  long  lower

shadow  with  a  smal l  upper  body.

I f  the  paper  umbrel la  appears  at  the  bottom

end  of  a  downward  ra l ly ,  i t  i s  cal led  the

‘ H a m m e r ’ .

I f  the  paper  umbrel la  appears  at  the  top  end  of

an  uptrend  ra l ly ,  i t  i s  cal led  the  ‘ H a n g i n g

M a n ’ .co lour  of  the  candle  does  not  matter .
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SHOOTING  STAR   -  

The  paper  umbrel la  i s  a  s ingle  candlest ick

pattern  that  helps  t raders  in  set t ing  up

direct ional  t rades .  The  in terpretat ion  of  the

paper  umbrel la  changes  based  on  where  i t

appears  on  the  chart .  A  paper  umbrel la

consis ts  of  two  t rend  reversa l  patterns ,  namely

the  hanging  man  and  the  hammer .  The

hanging  man  pattern  i s  bear ish ,  and  the

hammer  pattern  i s  re lat ive ly  bul l ish .  A  paper

umbrel la  i s  character ized  by  a  long  lower

shadow  with  a  smal l  upper  body.

I f  the  paper  umbrel la  appears  at  the  bottom

end  of  a  downward  ra l ly ,  i t  i s  cal led  the

‘Hammer ’ .

I f  the  paper  umbrel la  appears  at  the  top  end  of

an  uptrend  ra l ly ,  i t  i s  cal led  the  ‘Hanging

Man ’ .co lour  of  the  candle  does  not  matter .
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ENGULFING  PATTERN

HARAMI  PATTERN

MORNING  STAR  PATTERN

EVENING  STAR  PATTERN

MULTI CANDLESTICKS -

As  the  name  suggests ,  a  mult i  candlest ick

pattern  i s  formed  by  more  than  one  candle .

So  as  you  can  imagine,  the  t rading  s ignal

is  generated  based  on  2  or  more  day ’s

t rading  act ion.

There  are  many  Mult i  candlest ick  patterns  

ENGULFING PATTERN - 

Engul f ing  pattern  needs  at  least  2  t rading

sess ions  to  evolve .  

there  are  two  types  of  engul f ing  patterns -

B u l l i s h  e n g u l f i n g  p a t t e r n  -  

As  the  name  says  i t  i s  a  bul l ish  candle .
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The  pr ior  t rend  should  be  a  downtrend

The  f i rs t  day  of  the  pattern  (P1 )  should  be  a

red  candle  reconf i rming  the  bear ishness  in

the  market

The  candle  on  the  2nd  day  of  the  pattern

(P2 )  should  be  blue,  long  enough  to  engul f

the  red  candle

The  bul l ish  engul f ing  pattern  i s  a  two

candlest ick  pattern  that  appears  at  the  bottom

of  the  downtrend.  As  the  name  suggests ,  th is

is  a  bul l ish  pattern  that  prompts  the  t rader  to

go  long.  The  two -day  bul l ish  engul f ing  pattern

is  enci rc led  in  the  chart  below.  The

prerequis i tes  for  the  pattern  are  as  fo l lows:

1.

2.

3 .

BE A R I S H  E N G U L F I N G  P A T T E R N  -  As  the

name  says  i t  i s  a  bear ish  candle .  The  bear ish

engul f ing  pattern  i s  a  two  candlest ick  pattern

that  appears  at  the  top  end  of  the  t rend,

making  i t  a  bear ish  pattern .
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HARAMI PATTERN -

 Harami  i s  a  two  candle  pattern .  The  f i rs t

candle  i s  usual ly  long,  and  the  second  candle

has  a  smal l  body.  The  second  candle  i s

genera l ly  opposi te  in  colour  to  the  f i rs t  candle .

On  the  appearance  of  the  harami  pattern ,  a

trend  reversa l  i s  poss ible .  There  are  two  types

of  harami  patterns  –  the  bul l ish  harami  and  the

bear ish  harami

T h e  B u l l i s h  H a r a m i -  

As  the  name  suggests ,  the  bul l ish  harami  i s  a

bul l ish  pattern  appear ing  at  the  bottom  end  of

the  chart .  The  bul l ish  harami  pattern  evolves

over  a  two  day  per iod,  s imi lar  to  the  engul f ing

pattern .

T h e  b e a r i s h  h a r a m i  -  T h e  b e a r i s h  h a r a m i

p a t t e r n  a p p e a r s  a t  t h e  t o p  e n d  o f  a n

u p t r e n d ,  a l l o w i n g  t h e  t r a d e r  t o  i n i t i a t e  a

s h o r t  t r a d e .

-
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the Morning Star- 

The  morning  star  i s  a  bul l ish  candlest ick

pattern  that  evolves  over  a  three  day  per iod.  I t

i s  a  downtrend  reversa l  pattern .  The  pattern  i s

formed  by  combining  3  consecut ive

candlest icks .  The  morning  star  appears  at  the

bottom  end  of  a  downtrend.
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The evening star -

 The  evening  star  i s  the  last  candlest ick

pattern  that  we  would  learn  in  th is  module .

The  evening  star  i s  a  bear ish  equivalent  of  the

morning  star .  The  evening  star  appears  at  the

top  end  of  an  uptrend.  Like  the  morning  star ,

the  evening  star  i s  a  three  candle  format ion

and  evolves  over  three  t rading  sess ions .
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HEAD  AND  SHOULDERS  PATTERN

TRIANGLE  PATTERN

FLAG  PATTERN

DOUBLE  TOP

DOUBLE  BOTTOM

TRIPLE  TOP

TRIPLE  BOTTOM

CUP  AND  HANDLE  PATTERN

RISING  WEDGE  PATTERN

FALLING  PATTERN

CHART PATTERNS - 

there  are  many  types  of  patterns ,  some  of  them

are  

1.

2 .

3 .

4 .

5 .

6 .

7 .

8 .

9 .

10.

HEAD AND SHOULDERS PATTERN - 

A  h e a d  a n d  s h o u l d e r s  p a t t e r n  i s  a  c h a r t

f o r m a t i o n  t h a t  a p p e a r s  a s  a  b a s e l i n e  w i t h

t h r e e  p e a k s ,  t h e  o u t s i d e  t w o  a r e  c l o s e  i n

h e i g h t  a n d  t h e  m i d d l e  i s  h i g h e s t .  A  h e a d

a n d  s h o u l d e r s  p a t t e r n  d e s c r i b e s  a  s p e c i f i c

c h a r t  f o r m a t i o n  t h a t  p r e d i c t s  a  b u l l i s h - t o -

b e a r i s h  t r e n d  r e v e r s a l  i n  t e c h n i c a l

a n a l y s i s .

There  are  two  types  of  head  and  shoulder

pat tern
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In  the  above  f igure ,  we  can  see  two  patterns ,

the  one  on  the  r ight  i s  an  inver ted  head  and

shoulder  pattern .

The  head  and  shoulders  pattern  i s  bel ieved  to

be  one  of  the  most  re l iable  t rend  reversa l

pat terns .  I t  i s  one  of  severa l  top  patterns  that

s ignal ,  with  vary ing  degrees  of  accuracy ,  that

an  upward  t rend  i s  near ing  i ts  end.
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TRIANGLE PATTERN

A  t r iangle  i s  a  chart  pattern ,  depicted  by

drawing  t rendl ines  along  a  converging  pr ice

range,  that  connotes  a  pause  in  the  prevai l ing

trend.  Technical  analysts  categor ize  t r iangles

as  cont inuat ion  patterns .

SETTY PICKS

https://www.investopedia.com/terms/t/trendline.asp
https://www.investopedia.com/terms/t/technical-analyst.asp
https://www.investopedia.com/trading/continuation-patterns-introduction/


Descending  Tr iangle :  A  descending  t r iangle

is  an  inver ted  vers ion  of  the  ascending

tr iangle  and  considered  a  breakdown

pattern .  The  lower  t rendl ine  should  be

hor izonta l ,  connect ing  near - ident ica l  lows.

The  upper  t rendl ine  decl ines  diagonal ly

toward  the  apex.  The  breakdown  occurs

when  the  pr ice  col lapses  through  the  lower

hor izonta l  t rendl ine  support  as  a

downtrend  resumes.  The  lower  t rendl ine ,

which  was  support ,  now  becomes

res is tance.

 

As  you  see  in  the  above  f igure  there  are  three

patterns ,  the  f i rs t  one  i s  a  symmetr ica l

t r iangle ,  the  second  one  i s  ascending  t r iangle

and  the  th i rd  one  i s  descending  t r iangle .

A s c e n d i n g  T r i a n g l e :  An  ascending  t r iangle  i s

a  breakout  pattern  that  forms  when  the  pr ice

breaches  the  upper  hor izonta l  t rendl ine  with

r is ing  volume.  I t  i s  a  bul l ish  format ion.  The

upper  t rendl ine  must  be  hor izonta l ,  indicat ing

near ly  ident ica l  highs ,  which  form  a  res is tance

level .  The  lower  t rendl ine  i s  r is ing  diagonal ly ,

indicat ing  higher  lows  as  buyers  pat ient ly  step

up  thei r  bids .  Eventual ly ,  the  buyers  lose

pat ience  and  rush  in to  the  secur i ty  above  the

res is tance  pr ice ,  which  t r iggers  more  buying

as  the  uptrend  resumes.  The  upper  t rendl ine ,

which  was  former ly  a  res is tance  level ,  now

becomes  support   
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Symmetr ica l  Tr iangle :  A  symmetr ica l

t r iangle  i s  composed  of  a  diagonal  fa l l ing

upper  t rendl ine  and  a  diagonal ly  r is ing

lower  t rendl ine .  As  the  pr ice  moves  toward

the  apex,  i t  wil l  inevi tably  breach  the  upper

t rendl ine  for  a  breakout  and  uptrend  on

r is ing  pr ices  or  breach  the  lower  t rendl ine

forming  a  breakdown  and  downtrend  with

fa l l ing  pr ices .

FLAG PATTERN

a  f l a g  i s  a  p r i c e  p a t t e r n  t h a t ,  i n  a  s h o r t e r

t i m e  f r a m e ,  m o v e s  c o u n t e r  t o  t h e  p r e v a i l i n g

p r i c e  t r e n d  o b s e r v e d  i n  a  l o n g e r  t i m e  f r a m e

o n  a  p r i c e  c h a r t .  
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 I t  i s  named  because  of  the  way  i t  reminds  the

viewer  of  a  f lag  on  a  f lagpole .  The  f lag  pattern

is  used  to  ident i fy  the  poss ible  cont inuat ion  of

a  previous  t rend  f rom  a  point  at  which  pr ice

has  dr i f ted  against  that  same  t rend.

DOUBLE TOP AND BOTTOM -

D o u b l e  t o p  a n d  b o t t o m  p a t t e r n s  a r e  c h a r t

p a t t e r n s  t h a t  o c c u r  w h e n  t h e  u n d e r l y i n g

i n v e s t m e n t  m o v e s  i n  a  s i m i l a r  p a t t e r n  t o  t h e

l e t t e r  " W "  ( d o u b l e  b o t t o m )  o r  " M "  ( d o u b l e

t o p ) .  D o u b l e  t o p  a n d  b o t t o m  a n a l y s i s  i s  u s e d

i n  t e c h n i c a l  a n a l y s i s  t o  e x p l a i n  m o v e m e n t s

i n  a  s e c u r i t y  o r  o t h e r  i n v e s t m e n t  a n d  c a n  b e

u s e d  a s  p a r t  o f  a  t r a d i n g  s t r a t e g y  t o  e x p l o i t

r e c u r r i n g  p a t t e r n s .
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D O U B L E  T O P  A N D  B O T T O M  P A T T E R N S  T Y P I C A L L Y  E V O L V E  O V E R  A

L O N G E R  P E R I O D  O F  T I M E  A N D  D O  N O T  A L W A Y S  P R E S E N T  A N  I D E A L

V I S I O N  O F  A  P A T T E R N  B E C A U S E  T H E  S H I F T S  I N  P R I C E S  D O N ' T

N E C E S S A R I L Y  R E S E M B L E  A  C L E A R  " M "  O R  " W " .  W H E N  R E V I E W I N G

T H E  C H A R T  P A T T E R N ,  I T  I S  I M P O R T A N T  F O R  I N V E S T O R S  T O  N O T E

T H A T  T H E  P E A K S  A N D  T R O U G H S  D O  N O T  H A V E  T O  R E A C H  T H E  S A M E

P O I N T S  I N  O R D E R  F O R  T H E  " M "  O R  " W "  P A T T E R N  T O  A P P E A R .
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Double  top  and  bottom  patterns  are  formed

from  consecut ive  rounding  tops  and  bottoms.

These  patterns  are  often  used  in  conjunct ion

with  other  indicators  s ince  rounding  patterns ,

in  general ,  can  easi ly  lead  to  fakeouts  or

mistak ing  reversa l  t rends .
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TRIPLE TOP AND BOTTOM - 

Tr ip le  tops  and  bottoms  are  extensions  of

double  tops  and  bottoms.  I f  the  double  tops

and  bottoms  resemble  an  "M "  or  "W, "  the  t r ip le

tops  and  bottoms  bear  a  resemblance  to  the

curs ive  "M "  or  "W " :  three  pushes  up  ( in  a  t r ip le

top )  or  three  pushes  down  ( for  a  t r ip le

bottom ) .  These  pr ice  patterns  represent

mult ip le  fa i led  attempts  to  break  through  an

area  of  support  or  res is tance.  In  a  t r ip le  top,

the  pr ice  makes  three  t r ies  to  break  above  an

establ ished  area  of  res is tance,  fa i ls  and

recedes .  A  t r ip le  bottom,  in  contrast ,  occurs

when  the  pr ice  makes  three  stabs  at  breaking

through  a  support  level ,  fa i ls  and  bounces

back  up.
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CUP AND HANDLE PATTERN - 

A  cup  and  handle  pr ice  pattern  on  a  secur i ty 's

pr ice  chart  i s  a  technical  indicator  that

resembles  a  cup  with  a  handle ,  where  the  cup

is  in  the  shape  of  a  "u "  and  the  handle  has  a

sl ight  downward  dr i f t .  The  cup  and  handle  i s

considered  a  bul l ish  s ignal ,  with  the  r ight -

hand  s ide  of  the  pattern  typical ly  exper iencing

lower  t rading  volume.  The  pattern 's  format ion

may  be  as  short  as  seven  weeks  or  as  long  as

65  weeks .
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WEDGE PATTERN - 

T h e r e  a r e  t w o  t y p e s  o f  a  w e d g e  p a t t e r n ,

r i s i n g  w e d g e  a n d  f a l l i n g  w e d g e  p a t t e r n

R I S I N G  W E D G E  -  

T h i s  u s u a l l y  o c c u r s  w h e n  a  s e c u r i t y ’ s  p r i c e

h a s  b e e n  r i s i n g  o v e r  t i m e ,  b u t  i t  c a n  a l s o

o c c u r  i n  t h e  m i d s t  o f  a  d o w n w a r d  t r e n d  a s

w e l l .

F A L L I N G  W E D G E  -  

W h e n  a  s e c u r i t y ' s  p r i c e  h a s  b e e n  f a l l i n g  o v e r

t i m e ,  a  w e d g e  p a t t e r n  c a n  o c c u r  j u s t  a s  t h e

t r e n d  m a k e s  i t s  f i n a l  d o w n w a r d  m o v e .  T h e

t r e n d  l i n e s  d r a w n  a b o v e  t h e  h i g h s  a n d  b e l o w

t h e  l o w s  o n  t h e  p r i c e  c h a r t  p a t t e r n  c a n

c o n v e r g e  a s  t h e  p r i c e  s l i d e  l o s e s  m o m e n t u m

a n d  b u y e r s  s t e p  i n  t o  s l o w  t h e  r a t e  o f

d e c l i n e .  B e f o r e  t h e  l i n e s  c o n v e r g e ,  t h e  p r i c e

m a y  b r e a k o u t  a b o v e  t h e  u p p e r  t r e n d  l i n e .
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C H A P T E R  0 5  R I S K  M A N A G E M E N T

Risk  management  techniques  vary  based  on

how  you  are  posi t ioned  in  the  market .  For

example ,  i f  you  have  a  s ingle  posi t ion  in  the

market ,  then  your  approach  to  r isk

management  i s  very  di f ferent  compared  to  the

r isk  management  techniques  of  mult ip le

posi t ions ,  which  i s  again  complete ly  di f ferent

compared  to  the  r isk  management  techniques

of  a  port fo l io .

R isk  i s  inseparable  f rom  return .  Every

investment  involves  some  degree  of  r isk ,

which  i s  considered  close  to  zero  in  the  case

of  a  U.S.  T -bi l l  or  very  high  for  something  such

as  emerging -market  equi t ies  or  rea l  estate  in

highly  in f la t ionary  markets .  Risk  i s  quant i f iable

both  in  absolute  and  in  re lat ive  terms.  A  sol id

understanding  of  r isk  in  i ts  di f ferent  forms  can

help  investors  to  better  understand  the

opportuni t ies ,  t rade -of fs ,  and  costs  involved

with  di f ferent  investment  approaches .
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Understanding Risk Management

Risk  management  occurs  everywhere  in  the

realm  of  f inance.  I t  occurs  when  an  investor

buys  U.S.  Treasury  bonds  over  corporate

bonds,  when  a  fund  manager  hedges  his

currency  exposure  with  currency  der ivat ives ,

and  when  a  bank  performs  a  credi t  check  on

an  indiv idual  before  i ssuing  a  personal  l ine  of

credi t .  Stockbrokers  use  f inancia l  inst ruments

l ike  opt ions  and  futures ,  and  money  managers

use  st rategies  l ike  port fo l io  divers i f icat ion,

asset  al locat ion  and  posi t ion  s iz ing  to  mit igate

or  ef fect ive ly  manage  r isk .

Inadequate  r isk  management  can  resul t  in

severe  consequences  for  companies ,

indiv iduals ,  and  the  economy.  For  example ,

the  subpr ime  mortgage  meltdown  in  2008  that

helped  t r igger  the  Great  Recess ion  stemmed

from  bad  r isk -management  decis ions ,  such  as

lenders  who  extended  mortgages  to

indiv iduals  with  poor  credi t ;  investment  f i rms

who  bought ,  packaged,  and  resold  these

mortgages ;  and  funds  that  invested

excess ively  in  the  repackaged,  but  st i l l  r isky ,

mortgage -backed  secur i t ies  (MBS ) .
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C H A P T E R  0 6    M U L T I  T I M E  F R A M E  A N A L Y S I S

Mult ip le  t ime  f rame  analys is ,  or  mult i - t ime

frame  analys is ,  i s  the  process  of  viewing  the

same  Stock  pair  under  di f ferent  t ime  f rames.

Usual ly ,  the  la rger  t ime  f rame  i s  used  to

establ ish  a  longer - term  t rend,  whi le  a  shorter

t ime  f rame  i s  used  to  spot  ideal  entr ies  in to

the  market .

The  ru les  of  thumb  i s  to  use  a  rat io  of  1:4  or

1:6  when  switching  between  t ime  f rames.  The

logic  behind  th is  approach  i s  to  be  able  to

uncover  the  smal ler ,  in t r icate  movements  in

the  pr ice  for  wel l - t imed  entr ies  in to  the

market .  That  being  sa id ,  i t  i s  of  l i t t le  use  to

focus  on  extremely  smal l  t ime  f rames  because

most  of  the  pr ice  movement  has  l i t t le  bear ing

on  the  overa l l  t rade  and  can  lead  to

unnecessary  st ress  when  the  market  seems  to

be  moving  quickly .

Consider ing  an  example ,  when  viewing  the

trend  on  an  hour ly  chart ,  t raders  can  zoom  in to

the  10 -minute  chart  (1:6 )  or  the  15 -minute

chart  (1:4 )  for  sui table  entr ies .  The  10  or  15 -

minute  chart  provides  an  indicat ion  of  shorter -

term  developments  and  the  hour ly  chart  i s

where  the  t rade ’s  progress  can  be  monitored

going  forward.
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