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The purpose of this book is to familiarize you with five extremely powerful
chart patterns that will help you to increase your odds of success when
trading the financial markets regardless of you are trading stocks, forex, etc.
Trading is an extremely difficult profession, that requires hard work and
dedication in order to master. The chart patterns outlined in this book are a
distillation from my own experiences trading the financial markets.
 
My first recommendation to you is to carefully paper trade a few stocks
using one chart pattern at a time until you fully understand the pattern and
become profitable, this will dramatically increase your odds of success with
the material covered in this book. When you feel that as a trader you are
sufficiently proficient enough to correctly identify signals, and yield more
winning trades without getting stopped out, move on to the next pattern.
 
How To Significantly Increase The Odds In Your Favour



 
As a trader you need to understand why it is that you enter a particular
position, what is your own specific reason for position entry, the answer
can’t be “It looks like it’s going up”. You can’t put down money based on a
gut feeling; you have to be motivated by a technical reason found in the
chart that you are observing. Another factor that will influence your trading
is volume. The average daily volume of a stock that you choose to trade
should be at minimum 1M shares. Be very cautious when risking your
equity, make sure you have spent sufficient time paper trading, otherwise
you will pay a lot of money in market tuition…and that can be quite costly.
 
Something else that will have to be considered is your personal workstation.
Keep your work area clean, and uncluttered. A messy desktop will not
allow you to think clearly, and will prove to be distracting. You will need a
good monitor setup (2-3 monitors minimum) so that you have ample real
estate to view charts, level 2, etc. You will also require high-speed Internet
connection and a good direct access broker. This is a serious profession
based on mathematics and market psychology, so act professional. If you
trade with a budget day trading casino mentality, you will quickly gamble
away your entire account.
 
A Few Words About Charts
 
It took me a few months of experimenting to find my personal g-spot for
my own personal chart setup.  I’m going to offer up some tips on how you
can best manage your own charting.
 

a) Keep it simple, and uncluttered. Have only the essential
information displayed because you will spend a lot of time just
waiting for a healthy setup to present itself. If you have a complex
window to look at with a lot of flashing colours and numbers, you
will only get eyestrain.
b) To reiterate on the first point, don’t have too many technical
indicators on your charts, especially indicators that conflict signals.
c)  Have at least one broad market chart and one sector chart, are they
making new highs today compared to yesterday? It is important to
gauge the market relative to the previous trading day’s range.



d) Have a time and sales window for your stock, is there a buy or sell
pressure?

 
When reading your Level 2 window use it primarily for order routing only.
You can’t always base a trading decision on what information you see there,
because there is a lot of bluffing and intentional manipulation that happens
in Level 2. You need to focus on the big picture of the market first and
foremost, is it a red or green day? Is it a volatile day or is it very choppy
with deadly whipsaw like activity? After you have performed this initial
diagnosis, then you can use the individual chart patterns to identify a
profitable entry and exit point. A common beginner mistake is just jumping
in and out whenever and where ever—an entry and exit point must be
determined BEFORE you place the trade.
 
Now that we have that out of the way, let’s get to charting!
 
 
1st Pattern: Double-Day High Breakout Just After Cup Pattern From
The Open
 
Institutional traders are aware of the fact that their algorithms use the
previous day’s open/high/low/close data set to make educated buy decisions
in today’s market.
 
Instructions :

1) Use a two-day chart with two-minute interval candlesticks as your
primary chart. Your chart must display the volume data as well.
2) Perform a scan of your basket of potential trade stocks, and search
for a stock that is getting ready to make a move above yesterday’s
high. For this type of play, resist purchasing in the “range” of
yesterday’s moves. Professional money flows in and out of a stock
when it has gone over the previous day’s high, or under the previous
day’s lows.
3) This type of trade takes on average 5-15mins to execute round trip.

In the chart pictured above you can see the entry point would be above
yesterday’s high, and to play it safe you would wait for at least one candle
to close to completion above yesterday’s high. Another thing to consider is



t

hat it is useful to know your stock’s average daily trading range, and resist
the temptation to purchase if the stock is ¾ of the way into its daily range.
 
Remember to view the time and sales screen to help you analyze the
buy/sell pressure prior to making your entry, you need momentum to carry
out the move. Remember that patience is key as you may end up going a
day or two before seeing a perfect setup like this one. Don’t trade just out of
boredom, as it will likely end in losses.
 
2nd Pattern: Double-Day Low Breakdown Short



 
This pattern is essentially the inverse of the 1st pattern that we explored in
this book. In this scenario we scan for stocks that are cupping down from
yesterday’s low.
 
Instructions:
 

1) Just like with the 1st pattern utilize a two-minute candlestick chart,
and scan for a stock that is dipping below yesterday’s low.
2) The timeframe of this play can be longer than the 1st pattern.

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
As with the 1st

pattern to play it on
the safe side you
will wait until at
least one complete
candle breaks under

the line of support set by the previous day’s low. Know and understand your
particular stock’s daily trading range, and don’t enter late. Use the time and
sales data to monitor buy/sell pressure.
 
3rd Pattern: Long Pivot Fibonacci Bounce From Previous Daily Low
 



Breakouts can easily become your most profitable trades, and should
constitute at least 80% of your plays on the markets. The following scenario
is ideal to make money on a bounce play from a two-day daily chart.
 
Instructions:
 

1) In this scenario scan for a quick multipoint descent from
yesterday’s low, followed by a cup pattern reversal bounce. You must
ensure that there is a cup pattern, otherwise you are just speculating
on the bottom and could be catching a falling knife.
2) Scan for significant strength in the volume to carry the move.
3) Use the Fibonacci retracement feature of your charting package for
your exit at 38% of the drop.

Bounce plays are always a bit tricky and can be risky, so make sure to paper
trade this scenario a few times before you trade it live. Confirm the play
with data from the time and sales window, and keep an eye out for the doji
candlestick to signal a reversal. A full explanation of the different
candlestick patterns is beyond the scope of this book.
 



4th Pattern: Gap Open Reversal And Gap Fills
 
This is an easy play so make sure to profit whenever you find this type of
pattern.
 
Instructions:
 

1) Scan for a stock that has gapped at least 15% in the premarket. You
will need a data package from your broker to view this sort of
information.
2) The stock has to gap at least 15% outside of yesterday’s range. Set
your entry point above the current gap up/down for both the
continuation and reversal plays on the open.
3) Wait until the market has opened and some form of direction is
established before entering a position. Be on the look out for a large
gap down recovery that is building a new cup formation high over
yesterday’s high, or get ready to short a premarket gap up on a bear
cup pattern that is breaking down below the yesterday’s premarket
low.

 
The accompanying chart is below.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
5th Pattern: Double Top
Chart Pattern
 
The double top reversal
pattern is a bearish pattern.
What you need is an early
prior trend that is positive
in order for it to be a double
top.
 
Instructions:
 
1) The stock must be
moving upwards in a
positive trend.
2) The stock will reach a
highest point at which
traders don’t feel that the



stock price should rise further (Line of Resistance), and this will
cause the stock to start to drop in price.
3) After dropping the stock will hit the “Line of Support”, and then
start to trend back up. The stock will then again make a second point
of contact at the Line of resistance. At this second point the stock will
be forced to reverse because of lack momentum and market
sentiment. Just remember “M for murder”, as you will see the letter
“M” on your chart.
4) If the stock then drops below the Line of Support a second time,
you can safely enter a short position.

These five chart patterns have proved to be extremely profitable for my
own personal trades, with sufficient practice, they will also prove to be very
lucrative for your own account. Good luck, and happy trading!
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