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Candlestick Chart Patterns (Part – 2) 

Hello Dear Readers, Welcome back to our learning report for the month of January. In this report we will be focusing on 

the different types of multiple candlestick chart patterns and understanding what they imply and how do they work. 

Candlestick charts provide visual insight to current market psychology. A candlestick displays the open, high, low, and 

closing prices in a format similar to a modern-day bar-chart, but in a manner that extenuates the relationship between the 

opening and closing prices. Candlesticks don’t involve any calculations. Each candlestick represents one period (e.g., 

day) of data.  When looking at candlesticks, strength is represented by green ‘Bullish’ candles, and weakness is 

represented by red ‘Bearish candles. Multiple candlesticks form patterns and these patterns in turn help a technical 

analyst to set up a trade. ’There are times when a trading signal can be identified with the help of just a single candlestick 

pattern and times when you need multiple candlesticks to generate a signal. So, now let’s look at different Multiple 

candlestick patterns. 

Multiple Candlestick Patterns 

In multiple candlestick patterns, there are two or more candles which indicate the trading behavior of the stock. In the 

previous issue, we looked at various single candlestick patterns including bullish Marubozu, bearish Marubozu, the 

spinning top and Doji. There are various different types of multiple candlestick patterns that use several candles to portray 

the trading behavior. Let us understand multiple candlestick chart patterns. 

The Engulfing Pattern 

An engulfing pattern is the candlestick pattern that uses 2 candles to indicate the trading behaviour of two sessions. A 

typical engulfing pattern consists of two candles including a small candle to show the trading behaviour of day one and a 

comparatively longer candle to show the trading behaviour of day two. If the engulfing pattern appears at the bottom of the 

trend, it is called the “Bullish Engulfing” pattern. If the engulfing pattern appears at the top end of the trend, it is called the 

“Bearish Engulfing” pattern. 

The Bullish Engulfing Pattern 

Bullish Engulfing is a multiple candlestick chart pattern that is formed after a downtrend indicating a bullish reversal. It is 

formed by two candles, the second candlestick engulfing the first candlestick. The first candle is a bearish candle that 

indicates the continuation of the downtrend. The second candlestick is a 

long bullish candle that completely engulfs the first candle and shows 

that the bulls are back in the market. Traders can enter a long position if 

next day a bullish candle is formed and can place a stop-loss at the low 

of the second candle. This candlestick pattern indicates a situation 

where control has shifted from sellers to buyers. The long body of the 

current candle that completely engulfs the body of the previous candle 

represents that buyers have not only taken over, but they have done it 

by force. As such, when this pattern is for a bearish trend in the market; 

is seen as a signal that the trend may be reversing. 

Criteria:  

● The prior trend should be a downtrend.  

● The previous day's candle should be red (bearish).  

● The following day's candles should be green and completely engulf the last day’s candle. 

● The longer the green candle and smaller the red candle that precedes it, the greater the potential reversal. 

 

Interpretation:  

● The market is in a downtrend and prices are steadily moving downward. 

https://wikifinancepedia.com/investing/trading/what-is-candlestick-chart-definition-with-examples-learn-bullish-and-bearish-candlestick-pattern-of-technical-analysis
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● The security forms a red candle on day 1 indicating a trend continuation.  

● On the second day, a gap-down opening is seen. But at the lowest point of the day, interest from bulls kicked in 

which blew the sellers out of the market.  

● If the following day’s candle turns up to be green, a change in trend from down to up is confirmed and the trader 

can look to open long positions.  

● Greater volumes increase the probability of a reversal. 

 

The Bearish Engulfing Pattern  

Bearish Engulfing is a multiple candlestick pattern that is formed after an 

uptrend indicating a bearish reversal. In a bearish engulfing pattern, the 

first candle is a bullish one and the second candle is a bearish one. The 

bearish candle is relatively longer than the bullish candle and totally 

engulfs the real body of bullish candle. Generally, the bearish engulfing 

pattern occurs in the top of a trend. A bearish engulfing pattern is similar 

to a bullish engulfing pattern, but the colours or candles are exchanged. 

Traders can enter a short position if next day a bearish candle is formed 

and can place a stop-loss at the high of the second candle. 

Criteria:  

● Appears at the peak of an uptrend. Previous price rally has to be uptrend, even if for short term. 

● Security should form a green candle on day 1. 

● The second candlestick is a long bearish candle that completely engulfs the first candle and shows that the bears 

are back in the market. 

● Large volume on the engulfing day increases the probability of reversal. 

Interpretation:  

● After a strong rally upward, on engulfing day prices were seen opening gap-up with continued expectation of 

uptrend, But somewhere around the high of the day, the bears start kicking in and pull the price down. This blows 

the bulls out.  

● If the next day turns more bearish with strong selling pressure throughout the day the reversal gets confirmed. 

● Risk-averse traders can wait till the next day for the confirmation of a green candle and greater volumes.  

 

The Harami Patterns 

No, this isn’t what you think :-). In Japanese, Harami represents ‘pregnant’. Harami is a two candle pattern. The first 

candle is usually long, and the second candle has a small body. The second candle is generally opposite in colour to the 

first candle. On the appearance of the harami pattern, a trend reversal is possible. There are two types of harami patterns 

– the bullish harami and the bearish harami. 

The Bullish Harami  

A bullish harami pattern is a two-candle formation. More likely it is to be 

formed after a previous downward trend that suggests a change in trend 

to bullish. It consists of two candlestick charts, the first candlestick being 

a tall bearish candle and second being a small bullish candle which 

should be in the range of the first candlestick. A particular case is the 

Harami Cross, where the second candle is a Doji. The first bearish candle 
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shows the continuation of the bearish trend and the second candle shows that the bulls are back in the market. Traders 

can take a long position after the completion of this candlestick pattern. 

Criteria:  

● It appears at the bottom end of a chart. 

● The name clearly shows that this is a bullish pattern; this evolves over a period of 2 days. 

● Two candles form a shape together that looks like a pregnant woman standing. 

● Candles may have small shadow or having nothing of shadow. 

● The candles on day 1 should be red.  

● The candle on day 2 should be green and within the opening and closing range of the previous day’s candle. 

 

Interpretation:  

● The market is in a downtrend. 

● On day 1, a red candle with a new low is formed, reinforcing the position of bears in the market. 

● But, on the subsequent day, the price sees a gap-up opening. This puts the bears in a panic mode.  As a reason 

a small green candle is formed.  

● This encourages the bulls to build on their positions in the subsequent trading sessions. 

 

The Bearish Harami 

A bearish Harami pattern is a formation of two candles that occurs after an 

uptrend, suggesting a change of bearish trend. The first candlestick will be 

a tall bullish candle and second being a small bearish candle which should 

be in the range of the first candlestick chart. It must be formed in an uptrend 

where a large green candle body appears. The next candle is red body that 

is all content within the body of the previous green candle including 

shadows. The first bullish candle shows the continuation of the bullish trend 

and the second candle shows that the bears are back in the market. On the 

occurrence of this pattern, a trader should look for opportunities to sell. 

Criteria:  

● It appears at the peak of an uptrend. 

● The candles on day 1 should be green.  

● The candle on day 2 should be red and within the opening and closing range of the previous day’s candle.  

● Reversal is more forceful when the size of both candles is large. 

 

Interpretation: 

● The market is in an uptrend. 

● On day 1, a green candle with a new high is formed, reinforcing the position of bulls in the market. 

● But, on a subsequent day, the price sees a gap-down opening. This puts the bulls in panic mode. As a reason, a 

small red candle is formed.  

● This encourages the bears to build on their positions in the subsequent trading sessions. 

 

Piercing pattern 

Piercing pattern is a multiple candlestick chart pattern formed after a downtrend indicating a bullish reversal. This 

candlestick is referred to as the bullish counterpart to the dark cloud cover. Two candles form it, the first candle being a 

https://www.elearnmarkets.com/blog/how-to-trade-with-piercing-pattern-candlestick-pattern/?utm_campaign=blog_CTAutm_medium%3Dblogpage&utm_source=elearnmarkets_blog
https://www.elearnmarkets.com/blog/how-to-trade-with-piercing-pattern-candlestick-pattern/?utm_campaign=blog_CTAutm_medium%3Dblogpage&utm_source=elearnmarkets_blog
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bearish candle which indicates the continuation of the downtrend. The second 

candle is a bullish candle which opens the gap down but closes more than 50% of 

the real body of the previous candle, which shows that the bulls are back in the 

market and a bullish reversal is going to take place. The piercing pattern is not 

very different as compared to a bullish engulfing pattern. The Only difference 

being that, the bullish candle doesn’t engulf the bearish candle completely. The 

bullish candle may engulf more than half portion of a bearish candle but it doesn’t 

engulf the bearish candle completely. 

 

Criteria: 

● The first thing to look for is to spot the piercing pattern in an existing downtrend. 

● The first candle should be a long red one. 

● The second candle should give a gap-down opening and should close more than halfway up the body of the first 

candle. 

● It is important to emphasize that the emergence of this pattern must be within a prolonged decline in prices, what 

we know as downtrend, if not, this pattern would be invalidated. 

● Large volume during pattern, specially second candle, increases the significance of reversal. 

● Do not confuse this pattern with the pattern “bullish engulfing” candle, since the difference is that in this case not 

exceed ends of the body above the previous candle. 

Interpretation: 

● The market has been in a downtrend, and as expected the market forms a long red candle, reaffirming the 

position of bears.  

● The next day is when the actual action unfolds.  

● The market gives a gap-down opening, but the bulls have started buying and the price ends near the day’s high. 

 

 

 Dark Cloud Cover 

This is a multiple candlestick pattern which occurs after an uptrend indicating 

bearish reversal. It is formed by two candles, the first candle being a bullish 

candle which indicates the continuation of the uptrend. The second candle is a 

bearish candle which opens gap up but closes more than 50% of the real body of 

the previous candle which shows that the bears are back in the market and 

bearish reversal is going to take place. Dark cloud covers also known as the 

bearish piercing pattern. Traders can enter a short position if the next day a 

bearish candle is formed and can place a stop-loss at the high of the second 

candle. 

Criteria: 

 The market should be in an uptrend. 

 This candlestick chart patterns has two candles. 

 The first candle should be a long green one. 

 The second candle should give a gap-up opening, and the candle should close more than halfway below the 

previous candle. 
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 Lower the red candle closes compared to green candle, stronger is the reversal. 

  

Interpretation 

● The market has been in an uptrend, and as expected the market forms a long green candle, reaffirming the 

position of bulls.  

● The next day is when the actual action unfolds.  

● The market gives a gap-down opening, but the bears have started exerting selling pressure and the price ends 

almost near the day’s low. 

● Th bearish momentum is expected to continue for the upcoming days. 

 

The stars 

A star is a type of candlestick formation that is identified when a small-bodied candle is positioned above the price range 

of the previous candle as a result of a gap in the underlying asset price. Small-bodied candles in the star position often 

suggest that market participants are becoming indecisive and that the strength of the current trend could be reversing. For 

a valid star pattern, most traders will watch for small-bodied candles to follow a large-bodied candle because this setup 

generally leads to a higher probability of a true trend reversal than when the body of the first candle is small. 

The Morning Star  

The Morning Star is a bullish bottom reversal pattern. It is made of 3 

candlesticks, the first being a bearish candle, the second a Doji and the 

third being a bullish candle. The first candle shows the continuation of the 

downtrend. The second candle being a Doji indicates indecision in the 

market. The third bullish candle shows that the bulls are back in the 

market and reversal will take place.  Its name indicates that it foresees 

higher prices. Traders can enter a long position if the next day a bullish 

candle is formed and can place a stop-loss at the low of the second 

candle. 

Criteria: 

● There should be a strong downtrend in existence 

● The 1st candle should form a new low and be red. 

● The 2nd candle should form a lower low and a lower high & be either a Doji or a spinning top. 

● The 3rd candle should give a gap-up opening and close above the opening of day 1’s candle. 

● Long length of the red candle and the green candle indicates more forceful reversal. 

● The more indecision on the star day signifies, the better probabilities that a reversal will occur. 

● Gap before and after the star day candle is highly desirable for reliable reversal. 

 

Interpretation:  

● On day 1, as expected the market makes a new low and forms a long red candle. This long candle continues to 

show the hold of bears in the market.  

● On day 2, the market gives a gap-down opening which reaffirms the bears’ position in the market. Nothing much 

happens throughout the day and the market closes with either a Doji or a spinning top. 

● Remember as we discussed in the last issue, a spinning top/Doji indicates indecision in the market.  

● The following day, the action unfolds. The market gives a gap up opening catching the bears by surprise.  

● Encourages by the gap-up opening, buying continues throughout the day.  

● It is expected that this change in trend will continue for the days to come. 

https://www.elearnmarkets.com/blog/doji-candlestick-pattern-formation?utm_campaign=blog_CTA&utm_medium=blogpage&utm_source=elearnmarkets_blog
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The Evening Star 

The Evening Star pattern is a bearish reversal signal that occurs at the top of 

an uptrend. It is made of 3 candlesticks, first being a bullish candle; second a 

Doji and third being a bearish candle. The first candle shows the continuation 

of the uptrend, the second candle being a Doji indicates indecision in the 

market, and the third bearish candle shows that the bears are back in the 

market and reversal is going to take place.  The optimal Evening Star signal 

would have a gap before and after the star day. Traders can enter a long 

position if next day a bearish candle is formed and can place a stop-loss at 

the high of the second candle. 

Criteria:  

● There should be a strong uptrend in existence 

● The 1st candle should form a new high and be green. 

● The 2nd candle should form a higher high and a higher low & be either a Doji or a spinning top. 

● The 3rd candle should give a gap-down opening and close below the opening of day 1’s candle. 

● Long length of the green candle and the black candle indicates more forceful reversal. 

● The more indecision on the 2
nd

 day portrays, the better probabilities that a reversal will occur. 

● A gap between the first day and the second day adds to the probability of occurrence of reversal. 

Interpretation:  

 

● On day 1, as expected the market makes a new high and forms a long green candle. This long candle continues 

to show the hold of bulls in the market.  

● On day 2, the market gives a gap-up opening which reaffirms the bulls’ position in the market. Nothing much 

happens throughout the day and the market closes with either a Doji or a spinning top. 

● Remember, as we discussed in the last issue, a spinning top/Doji indicates indecision in the market.  

● The following day, the action unfolds. The market gives a gap-up opening catching the bulls by surprise.  

● Encouraged by the gap-down opening, selling continues throughout the day.  

● It is expected that this change in trend will continue for the days to come. 

 

Three white soldiers 

'Three white soldiers' is a downtrend reversal pattern, found at the 

bottom of the trend. Three white soldiers show decisive buying and 

potential change in a trend reversal. These candlestick charts are made 

of three long bullish bodies which do not have long shadows and are 

open within the real body of the previous candle in the pattern.  

 

 

Criteria: 

● There has to be a persistent downtrend before pattern formation. 

● Has to occur at the bottom of the downtrend for the pattern to be more reliable.  

● The First candle should open gap-down compared to the previous downtrend. 

● Larger the size of the candle, the more reliable the candle pattern. 
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● Every subsequent candle must open within the previous candle body, leaving no gap, giving buying opportunity. 

 

Interpretation: 

● In the persistent downtrend, prices opened gapped down, giving confidence to bears to continue selling,  

● Suddenly selling is absorbed and prices start rising, leaving the bears confused. The day closes at the highest of 

the day with huge volumes.  

● Bears are confused about the happening and bulls have entered the market in a big way.  

● This pattern continues for 2 subsequent days.  

● Three huge green candles, indicate that the trend has reversed to bullish. 

 

Three Black Crows: 

This is a bearish reversal pattern found at the peak of an uptrend. These 

show decisive selling and a potential change in trend. These candlesticks 

are made of three long bearish bodies which do not have long shadows and 

open within the real body of the previous candle in the pattern. 

Criteria: 

● There has to be a persistent uptrend before pattern formation. 

● Has to occur at the top of the uptrend for trend reversal. 

● First candle should open gap up compared to previous downtrend. 

● Every subsequent candle must open within the previous candle 

body, leaving no gap, giving clear and decisive selling signals. 

● Heavy volumes can make patterns even more reliable. 

 

Interpretation:  

● Prices have given a gap-up opening. This shows the power of bulls.  

● Suddenly demand is absorbed and prices start falling, absorbing the entire supply. The day closes at the low of 

the day with a huge volume at the top of the trend.  

● This keeps continuing for the next 2 days. 

 

Conclusion:  

 

Now it’s time to say good bye to this learning report, in this issue we went through some of the Multiple candlestick chart 

patterns, we understood what they are and how they are formed and what does it say about the ongoing trend in the 

market. In short, Candlesticks help traders to gauge the emotions surrounding a stock, or other assets, helping them 

make better predictions about where that stock might be headed. Investors need to keep in mind that candlestick patterns 

should always be used with other technical indicators as sometimes the signals generated by these patterns can be false. 
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