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The world has moved past the time when the sales of physical goods were the determiners of the world’s wealth. The marketplace has become virtual so only those that are smart enough to move with the tides of time benefit from the range of opportunities that the virtual world presents to the millennial. As it stands, people make tens of millions of dollars from the comfort of their homes, but as I said, you need to be smart to tap into the goodness of modern technology in the investment world.

It should not be surprising that while a lot of people suffer the effects of the global financial crisis, others keep moving up the radar of wealth as they continue to top the charts of the world’s richest people. Although it may be profitable to sell tangible or intangible goods/services, it is best for everyone in the 21st century to look beyond the ordinary and make the best of every passing minute. This is one of the reasons why day trading has become extremely popular in recent times.

Many millennials are now open to the idea of virtual trade with millions of people trading cryptocurrencies, investing in forex, day trading, and the likes. It is unfortunate, however, that while many people invest in these trades, a lot of them find themselves losing out on a chunk of their funds because they don’t have the right knowledge and strategy into making the right decisions of what to buy and what best time to buy and sell to maintain profitability.

In my years as a trader who is well versed in technical analyses, I have come to realize that one of the struggles that bedevil most traders, especially the newbies and many oldies is the ability to determine what time is best to buy or sell. You see, if for instance, you buy a stock at $1000, you have to be able to make a profit from your stock whenever you decide to sell it. Unfortunately, some people find themselves selling prematurely, just a little above the amount they spent on buying, or in worst cases, sell it at a loss. How then do such people join the league of winners?

While this problem affects a lot of people and even discourages many others from investing in virtual trades, the solution isn’t very far-fetched. With the right information and knowledge, everyone would benefit from day trading. One of the many ways to combat losses in this market is to get an in-depth knowledge of candlesticks as it will help you in the technical analysis of your stock.

With the candlesticks patterns and techniques that you will learn in this book, you will find yourself analyzing the market like every other expert, such that you will be able to tell what the opening and closing price of a particular stock is in a day. This will help you stay updated with trends in the market, as you won’t need to rely on others (news, magazines, blogs, etc.) for information; the world is at your fingertips. When you eventually decide to sell your stock, you will do that with confidence, knowing that you are making an informed decision based on current trends and prices. This is a good way to make a profit. With time, you will find yourself among the league of smart traders who are yielding profits from day trading.

Thanks to my experience over the years and my encounter with many people who do not yet know how to monitor their market trends, I have decided to put this tell-it-all piece about candlesticks together, such that traders can learn the A-Z of candlesticks and how it can help them navigate the stock market. I have poured my expertise, knowledge, and experience into this book to make it an eyeopener for those who struggle with their stocks. You will not only learn about what candlesticks are and how they can be beneficial to your trade, but you will also get a good understanding of how candlesticks can change your trading story from that of constant struggles to one which is filled with tales of success that translates into maximum returns on your investment.

In this book, I will analyze the types of candlesticks, their patterns, the charting techniques used in this technical analysis, and lots more. I write this with confidence because these are proven techniques that I have applied over the years, and they have helped me to gather a stream of passive income.

If I must be sincere, I will tell you that my early days as a trader were not without trials and errors, but the good thing is that I was able to get a hang of these techniques. Among all the tools that I have used so far, candlesticks have proven to be very practical and straightforward. It helps you see the progression of price actions at a particular time or within a period.

As a day trader, before you go into the analysis of your daily trade, you need to understand what candlesticks really are and the best way(s) to use them. You are certainly at the right place as this book leads you through an intense but interesting technique known as candlesticks, but before we proceed, let us get you familiar with what candlesticks are.
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History of Candlestick Charts
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The main theories or concepts of Japanese Candlesticks came into being more than three hundred years ago, thanks to Sokyu Honma, a Japanese rice trader who lived between the years 1716 to 1803. Sokyu spent most of his life in Sakata where he was also known and referred to as Munehisa Homma. He is considered the grandfather of candlesticks because of his great works in recognizing price patterns. He is highly reputed as one who propelled the research technique that later became the foundation for Japanese trading.

He took his time to study the movement of stock prices and commodities like rice, and this helped him to spot the features and patterns of daily trading structures. He became a very wealthy man by producing a formidable trading strategy and went ahead to create a strong reputation for being diligent and veracious in trading. This he was able to achieve by tapping into his rich knowledge of rice markets and some candlestick strategies.

Sokyu made remarkable success in trading, so much so that he clinched the rank of honorary Samurai and was also appointed financial advisor to the government. He wrote a book in 1755 titled the ‘Foundation of Gold- the Three Monkey Record of Money’. In this book, he described his discoveries and observations on trading psychology. Sokyu had already written his Sakata’s Constitution where he explained the rules and methods, he used to gain success with his trading techniques before candlesticks became a thing.

Although there is a remarkable level of uncertainty in stock markets, candlesticks have come to be embraced by experts. It is, therefore, worthy of note that this charting technique that is now widely accepted first entered the Japanese trading arena at the advent of rice markets in 1750. Sokyu often gets all the credit for developing and honing the major principles and techniques of Japanese Candlesticks. It is very inspiring to note that Sokyu at the time when he invented Candlesticks was ways ahead of his time. To this day, he is regarded as the forerunner of this trading technique.

Another remarkable feat by this ancient trader would be the amalgam of his constitution with fresh concepts of Candlestick charts to produce what is now widely known as the Sakata’s Five methods. This he did at the time when candlesticks gained more popularity. Note that his constitution and Five Methods are named after Sakata which is his place of birth.

Sokyu paid keen attention to the markets, and this helped him to gain a strong understanding of candlesticks. Little wonder he became phenomenally successful by applying candlestick techniques. As a result of his exceptional understanding of candlesticks and his deep knowledge of the rice markets, he was highly revered. He always kept records of the weather conditions every year and went ahead to analyze investors’ psychology. He usually reflected on the times when rice exchange was birthed. He used his connections and the friendships he made at the time of the death of the Osaka Rice Exchange in Tokyo. Homma is reported to have made 100 winning trades at that time (Tam, 2007). Before him, no other Japanese or any other person in the world attempted to use past prices to forecast the movement of prices in the future. Interestingly, he ventured into it and did it seamlessly.

Sokyu was nicknamed Dewa’s Long-nosed Goblin because of his charisma and reputation with very profitable trading methods. He was also called the god of marketers and was largely regarded as a legend. So much so that a song was composed in his honor by the Edo people (now known as Tokyo) to applaud his achievements. The song largely describes Sokyu’s influence in the rice markets at that time. After he died in 1803, his books that described his trading principles became more popular and soon moved on to be the base of candlestick charting techniques that have now become so popular.
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Candlestick Versus Bar charts
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Candlesticks are the most popular amongst the charting methods for traders for many reasons. The candlestick chart is also classified as an OHLC (Open, High, Low, and Closing) chart just like every other chart that shows open, high, low, and close prices of a particular period. The interesting thing about candlestick charts, however, is that you don’t need to break a sweat to get the information that you need for trading. Another OHLC chart that is used amongst traders is the bar chart which is similar to candlesticks in a lot of ways.

[image: image]

When taken in plain sight, the candlestick chart appears to be incredibly attractive as it gives a precise knowledge of the market sentiment of the period under review. Take a one hour chart for instance, which shows that the OHLC of the hour under study. If the chart is a daily chart, a single candle will be used to reflect the OHLC of that day.

The open and close in candlesticks are linked by a thick band known as the body of the candle. The high and low, on the other hand, are depicted by a very slim line that stems from the body to the end of the high or low. As you may already know, this line is known as the wick.
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Bar Charts
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Open - High - Low - Close Bar OHLC Bar
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This type of charting system was born in the Western world and became really popular in the early 20th century, thanks to Charles Dow’s influence.

Bar charts typically display the same information as candlesticks. Every bar in a bar chart shows open, high, low, and close prices. This is why they are also known as OHLC Bars.

The truth is that bars are only graphed in a different pattern from candles. When you take them in plain sight, you’ll notice that they have thick vertical lines starting from the high to the low of a given timeframe. You will also notice a small horizontal hyphen on the left side which reflects the open prices, and on the right side is a small hyphen that shows closing prices.

To understand a bar chart better, remember that the bar close to the left always features the close price which is at the same level as the open price of the current bar. The bar closer to the right, on the other hand, features the same open price as the close price of the current one.

Note, however, that this may not always be the case as there may be price gaps in some markets.

When you see long vertical bars, you should immediately understand that it means that there are differences between the high and low of the time in review. This translates to an increase in the volatility of the period. Small vertical bars on the bar chart translates to minimal volatility.

When you notice a wide gap between the open and close, you should understand that there were substantial changes in prices. Another factor to consider in bar charts is the closing price goes far, higher than the opening price. In such cases, it means that there was a rush in activities from buyers at the time. This may also mean that people will buy more in future. A close that is not far from the open means that there was not any convincing change in price movements at a given period, also fewer buyers and sellers activity in the price movement indicates a correction or indecision.

The location of the close when compared to the high and low can also give you important insights. If the price of a stock appreciates during a period with a closing price that is quite below the high, it means that close to the end of the period, there was a rush of sellers into the market. This translates to lower bullish as opposed to when the asset is closed at a price close to the high price for the given period.

While bar charts may be a bit more difficult to interpret than candlesticks for some people, they also present as much information as candlesticks when it comes to the trends of the current pair.

Although for obvious reasons, candlesticks have become more popular and widely accepted by traders, it is not necessarily better than bar charts as they largely serve the same purpose. However, if you are looking for a tool that will yield you maximum returns without stress, I can assure you that candlestick is the best choice. The most important thing about any chart is its user-friendliness and usability, and that is what you get from using candlesticks. My professional advice, however, will be that if you find yourself struggling with understanding what the white body of the candlestick stands for, but you can easily grasp the use of bar charts, you should stick to bar charts. The good thing with these chart patterns is that most websites allow you to choose how you wish for your chart to be displayed and this makes it easier for you to analyze.
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Chapter 1: What is Technical Analysis?
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By way of a simple definition, technical analysis is a system of studying and forecasting price changes in financial markets. This system makes use of previous price movements and market surveys to predict future changes. The idea of technical analysis is hinged on the notion that once traders can figure out past market trends, they will be able to come up with an almost precise prediction for future price direction.

Technical analysis is classified under one of the two main schools of market analysis. The other school of market analysis is fundamental analysis, but while fundamental analysis is hinged on the real value of an asset as well as the meaning of external factors and intrinsic values, technical analysis focuses mainly on an asset’s price chart. Technical analysis deals solely with identifying the patterns on a chart to forecast future trends.
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