
Forex Algos
https://forexalgos.com

Candlestick Patterns Explained
 

Decoding Market Sentiment: A Guide to Candlestick Patterns
Explained for May 2025

For traders navigating the Forex market and other financial arenas in May 2025, understanding
candlestick patterns is a fundamental skill. Originating from Japanese rice traders centuries
ago, Japanese candlesticks provide a visual representation of price movements, offering
insights into market psychology and potential future trends. This guide explains the basics
of candlestick analysis and introduces some of the most commonly recognized Forex
candlestick patterns.

Anatomy of a Japanese Candlestick

Before delving into patterns, it’s crucial to understand what an individual candlestick tells us.
Each candlestick on a candlestick chart typically represents price action over a specific time
period (e.g., 1 minute, 1 hour, 1 day) and has four key data points:

Open: The price at the beginning of the period.
High: The highest price reached during the period.
Low: The lowest price reached during the period.
Close: The price at the end of the period.

These points form the main components of a candlestick:

The Body: The rectangular part, representing the range between the open and close
prices. The color of the body indicates direction: typically green (or white) if the close is
higher than the open (bullish), and red (or black) if the close is lower than the open
(bearish).
The Wicks (or Shadows): The thin lines extending above and below the body,
representing the high and low prices of the period. Long wicks can indicate price
rejection or volatility.

Interpreting Basic Candlestick Signals

The size and color of the body and wicks provide immediate clues:

Long Bodies: Suggest strong buying (green/white) or selling (red/black) pressure.
Short Bodies: Indicate little price movement and potential indecision.
Long Upper Wicks: Suggest buyers initially pushed prices up, but sellers drove them
back down, indicating selling pressure or profit-taking.
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Long Lower Wicks: Suggest sellers initially pushed prices down, but buyers stepped
in, indicating buying pressure or support.

Key Bullish Candlestick Patterns Explained

These patterns often signal a potential reversal of a downtrend or the continuation of an
uptrend.

Hammer: A single candle pattern appearing after a downtrend. It has a small body at the top
and a long lower wick (at least twice the body length), with little or no upper wick. It signifies
that sellers pushed prices down, but buyers came in strongly to close near the open, indicating
potential bullish reversal.

Inverted Hammer: Also appears after a downtrend. It has a small body at the bottom with a
long upper wick and little or no lower wick. It suggests buyers attempted to push prices up, and
though sellers brought it back down, the buying interest indicates a potential bullish reversal if
confirmed.

Bullish Engulfing: A two-candle pattern. The first candle is bearish (red/black), and the
second, larger bullish candle (green/white) completely “engulfs” the body of the first. It
signifies a strong shift from selling to buying pressure and is a potent bullish reversal signal,
especially after a downtrend.

Morning Star: A three-candle bullish reversal pattern. It consists of:
1. A long bearish candle.
2. A small-bodied candle (can be bullish or bearish, often a Doji or Spinning Top) that gaps
below the close of the first candle, indicating indecision.
3. A long bullish candle that closes well into the body of the first bearish candle.
This pattern shows a transition from bearish control to bullish dominance.

Piercing Line: A two-candle bullish reversal pattern. The first is a long bearish candle,
followed by a bullish candle that opens below the low of the first candle but closes more than
halfway up the body of the first bearish candle. It indicates a strong buying resurgence.

Key Bearish Candlestick Patterns Explained

These patterns often signal a potential reversal of an uptrend or the continuation of a
downtrend.

Shooting Star: A single candle pattern appearing after an uptrend. It has a small body at the
bottom, a long upper wick, and little or no lower wick. It signifies that buyers pushed prices up,
but sellers overwhelmed them, closing near the open, indicating a potential bearish reversal.

Hanging Man: Visually similar to a Hammer but appears after an uptrend. It has a small body
at the top and a long lower wick. While it looks like buyers defended a lower price, its
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appearance in an uptrend can signal that buying momentum is waning and a reversal might be
near, especially if followed by bearish confirmation.

Bearish Engulfing: A two-candle pattern. The first candle is bullish (green/white), and the
second, larger bearish candle (red/black) completely “engulfs” the body of the first. It signifies
a strong shift from buying to selling pressure and is a potent bearish reversal signal, especially
after an uptrend.

Evening Star: A three-candle bearish reversal pattern, the opposite of the Morning Star. It
consists of:
1. A long bullish candle.
2. A small-bodied candle (can be bullish or bearish) that gaps above the close of the first
candle.
3. A long bearish candle that closes well into the body of the first bullish candle.
This pattern shows a transition from bullish control to bearish dominance.

Dark Cloud Cover: A two-candle bearish reversal pattern. The first is a long bullish candle,
followed by a bearish candle that opens above the high of the first candle but closes more than
halfway down the body of the first bullish candle. It indicates strong selling pressure emerging.

Indecision Candlestick Patterns

Doji: Characterized by having an open and close price that are virtually the same (or very
close), resulting in a very small or non-existent body. Wicks can vary in length. A Doji signifies
indecision or a standoff between buyers and sellers. Its significance depends on the preceding
trend and subsequent candles. Common types include the Long-Legged Doji, Dragonfly Doji
(bullish potential), and Gravestone Doji (bearish potential).

Spinning Tops: These have small real bodies with upper and lower wicks of similar lengths.
Like Dojis, they indicate indecision in the market.

Tips for Trading with Candlestick Patterns in May 2025

Successfully trading with candlesticks involves more than just recognizing patterns:

Context is King: Candlestick patterns are most reliable when they appear at
significant market levels, such as key support and resistance zones, trendlines, or
after a prolonged price move.
Seek Confirmation: Don’t trade a pattern in isolation. Wait for the next candle to
confirm the pattern’s signal, or combine candlestick analysis with other forms of
technical analysis (though pure price action traders may rely solely on subsequent
candle confirmation).
Multiple Timeframe Analysis: A pattern on a higher timeframe (e.g., daily) is
generally more significant than the same pattern on a lower timeframe (e.g., 5-minute).
Volume (if available): In markets where volume data is reliable, an increase in volume
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accompanying a candlestick pattern can add to its validity.
Risk Management: Always use appropriate stop-loss orders when trading based
on Forex candlestick patterns.

Understanding candlestick patterns provides a powerful visual language for interpreting
market sentiment and potential price movements. For traders in India and globally, mastering
these patterns remains a valuable asset in their analytical toolkit.
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