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Introduction 
 
 

The principle of trading the markets is that we can buy something at one price … sell 
it at another … and pocket the difference. 
 
And with modern spread-betting techniques, we can also take advantage of 
downward price moves by selling … and then buying. 
 
Either way, the trader profits from changes in market prices, and from correctly 
judging which direction the price will move. 
 
Different traders use different techniques for speculating on which way prices are 
going to move … 
 
Some will rely on fundamental analysis – this means they study the economic and 
political conditions, follow the news, and make their trading decisions based on this 
information. 
 
Others will look to technical analysis, using tools like moving averages, RSIs and 
other devises calculated on past price behaviour. 
 
But price action traders do things a little differently. 
 
Instead of looking at past behaviour, they are watching what’s happening on their 
charts right now – and directly applying that knowledge to their trading. 
 
This is why price action traders tend to act faster than other traders, getting in on 
market moves sooner. And the traders who are able to spot moves soonest, will be 
able to take advantage of the biggest profits opportunities. 
 
What is price action trading? 
 
“Price action” is a buzz phrase in trading right now. 
 
And a lot of people ask me What is price action? How do I trade this way? 
 
A quick Google search will bring up all kinds of answers … 
 
Price action trading is “naked trading” … 
 
It follows the “footprint” of the money … 
 
It’s “clean” trading … 
 
It’s “dynamic” trading … 
 
But what exactly does that mean in practical terms? 
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For a trading method that claims to simplify things, it can be surprisingly difficult to 
pin down what price action methods are, which is why I’d like to run through exactly 
what price action IS … what the key skills are that you need to learn … and how to 
put them into practice … 
 
In this short booklet, I’ll show you three key price action signals, how to trade them 
and how to build this into a powerful trading strategy for long-term profitability. 
 
 
Why use price action 
 
A lot of traders turn to price action trading because they are rejecting technical 
indicators. 
 
Perhaps they’ve had a bad experience when indicators have let them down, or they 
are frustrated that indicators get it wrong some of the time. 
 
This is a little unfair – all trading methods will have their weaknesses. And, I’m not 
going to beat about the bush here – price action isn’t infallible either.  
 
But what makes price action special when compared to the host of technical 
indicators you can add to your charts is that it trades according to the action that the 
trader sees on the charts – in front of your eyes right now. 
 
It’s not based on some calculation of past figures … divided by x and y, etc, like most 
technical indicators. 
 
Instead, reading price action is reading what’s going on right now in the market. Sure, 
it doesn’t mean that you’ll be able to magically predict the future. But if you 
understand what the market is thinking NOW – you’ll be in the very best position to 
judge what it’s going to do next! 
 
I’m talking about learning key levels that the price action trader quickly recognizes … 
 
And crucial candlesticks that stick out like flashing beacons to the price action trader. 
 
Don’t worry if this sounds complicated – I’m going to explain everything you need to 
know over the coming pages. 
 
The price action trader is trading in the here and now. He or she doesn’t rely on a 
stack of technical indicators – in fact, they may use no technical indicators at all. 
 
While looking to the past can offer us many valuable lessons, there are basic 
problems in trying to predict the future by looking at past data. The markets just 
aren’t that reliable at repeating themselves. There’s a saying that history doesn’t 
repeat, but rhymes with, itself. And I believe that’s very true in the markets. 
 
We can spend so much of our time facing backwards on our charts that we fail to 
notice what’s happening right under our noses on the right of our charts! 
 
That’s why I’d like to teach you a trading method that reads what’s happening RIGHT 
NOW – and reacts to those events to give you clear trading signals, more quickly and 
more accurately than any technical indicator could.  
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Price does not lag. It is not derived from anything. 
 
It is what’s happening right now – and even if it’s not telling us what we want to hear, 
it certainly can’t lie! 
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PART ONE: 

Your Price Action Charts 
 
The price action myth 
 
One of the big claims made by many price action traders is that they’ve “done away” 
with technical indicators. 
 
Sure, they’ve cleaned up their charts, but let’s not kid ourselves – this style of trading 
is still about spotting patterns in charts that have worked in the past … and using that 
information to make decisions about future price behaviour. 
 
This is still technical trading. 
 
But with a difference. 
 
Which brings us to the first task as a price action trader – spring cleaning those 
charts! 
 
Remove the moving average lines … the Bollinger bands … the RSIs … all of them 
off. 
 
So your charts might go from this … 
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To this …! 
 

 
 
Phew – I don’t know about you, but I already feel calmer looking at a chart like this! 
 
So, what do we do with these beautiful clean charts? 
 
Well, yes, I’m afraid we start drawing lines on them! 
 
And this gets to the nub of what price action trading is about – looking for key areas, 
and watching how prices behave at those key levels. 
 
But before we learn how to recognize key levels, I’d like to take a look at the meat-
and-potatoes of the price action trader – candlesticks, and how to read them … 
 
Being able to look at a candle and read the “story” of what happened during that time 
period is key to price-action trading. It takes a little practice, but I find reading 
candlesticks far more intuitive that learning what a MACD crossover means, or a 
parabolic SAR. And, what’s more, candlestick information is about NOW. 
Candlesticks give us immediate feedback of what’s happening in the markets. 
 
 
Candlesticks: the basics 
 
Before I start to talk about specific candlestick patterns, I’d like to get right back to 
basics on candles: what they are, what they look like, and why we use them … 
 
When you look at a chart of market prices, you can usually choose from line charts or 
candlestick charts. 
 
A line chart will take its price levels from the opening or closing prices according to 
the timeframe you have selected. So, if you’re looking at a one-minute line chart of 
closing prices, it will plot the closing price for each one-minute period – something 
like this … 
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Line charts can be useful for looking at the “bigger picture” and finding long-term 
trends, but they simply cannot offer up the kind of information contained in a 
candlestick chart. 
 
Here is a one-minute candlestick chart for the same period …  
 

 
 
At first glance, it might look a little confusing, but I can assure you that once you’re 
used to candlestick charts – you won’t look back. 
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Candlesticks are now such a familiar 
part of our trading scenery, it’s hard to 
believe that only 20 years ago, they 
were a strange and mysterious import 
from Japan. 
 
 
Understanding the clues 
candles hold 
 
One of the best things about the clues 
we find in candlesticks is that they are 
visual and very intuitive to the trader. 
 
With practice, reading candlesticks will 
become second nature – a quick glance 
can will give you a crystal-clear picture 
of what the “market” is thinking, giving you confirmation to enter a trade you’re 
dithering over, or it can tell you that now is the moment to exit and take profits. 
 
Over the following pages, I want to show you how you can learn to spot the patterns 
that are really worth listening to. 
 
 
Basic candlestick anatomy 
 
Whenever you look at a price chart, you will select a timeframe for that chart – 
perhaps it’s a minute … or an hour … or a day. 
 
Rather than simply plotting the open or close price for that time period, the 
candlestick gives you information about what went on during that period of time … 

 
Having all this extra information, gives you a heads-up about market sentiment – and 
can offer invaluable clues about the way the market will move. And before long, you’ll 
be able to look at a handful of candlesticks and form a confident picture of what 
traders all around the planet are thinking!  
 
 

Exercise One 
Think you’re not intuitive when it comes 
to reading charts? Well try this simple 
test … 

Which of these patterns signals an up 
trend, and which signals a downtrend? 

1. Dark cloud cover 

2. Morning star 

3. Three black crows 

If you answered “down”, “up”, “down” – 
you’d be absolutely right. And you’ve just 
passed your first test in candlestick 
theory! 
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PART TWO: 
Drawing lines on charts 

 
As I said earlier, the first thing we’ll do with our newly clean charts is … draw some 
lines on them. 
 
But these lines aren’t technical indicators drummed up by some algorithm. Instead, 
they are the key areas that you’ll be able to spot yourself – where the action is going 
to happen. 
 
One of the most powerful tools we use in price action is the built-in “memory” that 
prices have. 
 
Prices (well, it’s traders really) know where they stopped before, and they have a 
very strong tendency to stop in the same places again. 
 
And these “lay bys” where prices stop, get out, stretch their legs and take a comfort 
break … crop up all over our charts. 
 
Resistance is an area where the price was rejected and then fell back or 
consolidated. Support is an area from which price rebounded or consolidated.  
 

 
Of course, prices don’t conveniently bounce around between two fixed lines of 
support and resistance – that would just make our lives too easy! Sometimes it 
moves straight on through these lines … and sometimes it fails to meet these levels 
at all. 
 
However, if we know where these levels are – we can carefully watch for how the 
prices behave when they get near to them. 
 
That way, we’re primed to act when we spot a signal that there’s a profit opportunity. 
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Recognizing key levels 
 
If you read a text book on support and resistance levels, it’ll probably tell you that you 
need at least two touches for it to count. While I agree that the more touches you get, 
the more powerful that level is – it’s a mistake to ignore one-touch levels, especially 
where they form significant market tops and bottoms. 
 
What I’ll lay out here are the “rules” for drawing lines of support and resistance. 
However, my advice it to look at these … look at real charts … and use your 
discretion. 
 
It’s not difficult to draw S & R lines, but it is something that you get better (and faster) 
at with practice. 
 
1. The market needs to get rejected at least twice for it to count as 
support/resistance   
 
2. The more often your level is tested, the more valid it becomes.   
 
3. The more recently a level has been tested, the stronger its support or resistance.   
 
4. If support is broken, that level becomes resistance. Likewise, if resistance is 
broken, that level becomes support. 
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One of the main areas of “discretion” that I apply is just how fat my line of support or 
resistance is. It would be nice if prices repeatedly bounced of exact levels, but they 
rarely do. Sometimes a price will spike through resistance, only to bounce back down 
… sometimes it’ll nearly hit support – by their very nature, areas of support and 
resistance are messy. This is where prices get confused – they don’t know whether 
to go up or down … traders are bullish … traders are bearish …. So don’t expect 
beautiful neat lines joining up the tops and bottoms of your candlesticks, like they do 
in the text books! 
 
 
Round numbers 
 
There are important areas of support and resistance on all charts are no-brainers to 
spot. These are the round numbers. 
 
Human beings are suckers for round numbers. It seems that our brains work best 
with approximations. When we hear pundits talking about the markets, they use 
figures like: “If shares get down to £8, they’d be worth buying” or “Company X shares 
would be overbought at £25.” 
 
And these round numbers appeal to traders when they are placing their limit orders, 
their profit targets and their stop losses. 
 
Buyers will often purchase large amounts of stock once the price starts to fall toward 
a major round number, such as £20. And this buying pressure makes it more difficult 
for shares to fall below that level. 
 
Or, sellers will start to sell off stock as it moves towards a round number peak, 
making it tricky for the price to move past this upper level. 
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This kind of buying and selling pressure turns innocent-looking round numbers into 
important psychological levels of support and resistance. 
 
And traders know that prices tend to bounce at round numbers, so they’ll place their 
orders a few points away from the key level – this means that the “messiness” 
around big round numbers tends to get even messier – giving us bands of 
consolidation around these figures. 
 
What constitutes a round number will vary according to the size of the instrument. So 
a high-price stock might experience the round-number effect at £75 … £80 … £95 … 
 
A lower-price stock might experience it at £7.00 … £7.50 … £8.00 etc … 
 
For penny shares, you’d be looking at 10p increments, and in the forex markets it 
happens at GBP/USD 1.9600 … 1.9700 etc … 
 
 
Dynamic support and resistance 
 
When we’ve a market that’s range-bound, then we find that prices are often revisiting 
old levels. However, in a trending market, it may be months or even years before a 
price level is revisited. 
 
Key areas of support and resistance are still valid after long periods (price action has 
a very long memory!) But in a trending market, it is useful to use trend lines as well 
as the horizontal support and resistance levels. 
 
All trading is based on the theory that prices will move in one direction or another. 
Trend lines are our attempts to make sense of these moves. 
 
There are basically two types of trend lines: upward and downward. An uptrend line 
has a positive slope that connects a series of higher lows. A downtrend line has a 
negative slope that connects a series of lower highs. 
 
A trend line should touch the price at three or more points in order to be valid. 
 
For an uptrend, the line acts as support for the price, showing that sentiment is 
bullish and buyers are coming in at higher and higher lows. 
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For a downtrend, the line acts as resistance, showing that sellers are coming into the 
market sooner on each retracement. 
 

 
 
Strictly speaking, if the line is to pass through the lowest or highest prices, it should 
do just that – hit the tips of the candlestick wicks. 
 
However, life – and the market – is rarely that neat and tidy … and we’ll often find the 
wicks of candlesticks breaking above and below our lines of support and resistance. 
 
But, before we start breaking the rules with our trend lines, lets take a look at what 
they are: 
 
• A trend line needs to touch at least three times. 
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• The more times the price bounces off the trend line, the stronger its support or 
resistance becomes. 
 
• The steeper your trend line, the less reliable it is.  
 
• Ideally, your touch points should be evenly spaced. 
 
Now that you know the rules, I’d like to remind you of what I said earlier … trends are 
about a general tendency or direction. 
 
Just because you’ve got a chart in front of you and a ruler, doesn’t mean that we’re 
looking for scientific accuracy – we’re looking for trends in the behaviour of traders, 
and with all support and resistance, it is more useful to think of them as bands than 
as pencil-thin lines. 
 
 
What next? 
 
Okay, so we’ve located these key areas where we expect the “action” to take place. 
Now what? 
 
If the price is approaching these areas … the key question we’ll be asking ourselves 
is: Will the price bounce or will it breach this level? 
 
Obviously, there’s no surefire method for knowing exactly what the price will do, but 
next I want to show you the clues that are in your charts that will tell you what traders 
are thinking as the price negotiates this level. 
 
And if you know what traders are thinking – you’ve got an excellent chance of 
predicting whether the market is about to sell or buy … 
 

 

Exercise Two 
Open up an hourly candlestick chart with about 1 week to view on your screen. Now scroll 
back a few weeks/months (depending on how far back your package allows you to do this).  

Next draw on some areas of support and resistance that you see on this chart, where prices 
have bounced back from highs, or rebounded at support. Most charting packages will allow 
you to draw some horizontal lines onto the chart. 

Now scroll forward to see what future prices did at these levels … 

Watch how prices behaved at these levels. They may not have always bounced neatly from 
them … you may find “messy” areas of price consolidation around them … or you may find 
the price surging through them sometimes. However, again and again, you’ll notice a change 
in the behaviour of the price at key levels. This change is the clue to how price action works – 
and how we can use it to profit. 
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PART THREE: 
How to use our key levels 

 
So, we’ve got our support and resistance areas. We want to look for sell signals at 
resistance levels; and for buy signals at support levels. That way, we can ride the 
“bounces” – and take our profits. 
 
In this example, we can see an area of support turning into resistance after the price 
has broken below it. 
 

 
 
Next, we’ll focus in on how the price behaved on those two occasions when it 
interacted with this resistance level … 
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If we look closely here, we’ll see the crucial candlestick that price-action traders love 
to see at a resistance level. Different traders have different names for this: a shooting 
start or a pinbar candle, but what’s important is that it has a small body and a long 
upward wick. 
 
What this candlestick tells us is that the market, during that period (this is a one hour 
chart) was very bullish, but at some point during the hour, the bears came in and 
forced the price lower. It’s a clear signal of bearish sentiment overtaking bullish 
sentiment.  
 
Over the next chapter, we’ll look at the important candlestick patterns that a price-
action trader will look for. It may look a little daunting at first, but with a little practice, 
you’ll be able to spot these quickly and easily – they’ll almost start jumping out of 
your charts at you! 
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P ART F OUR:  
Favourite Price Action  
Candlestick Patterns 

 
If you’re interested in studying candlestick patterns, there are some amazing 
resources out there, a number of which I recommend on the Trader’s Bulletin 
website.  
 
However, when you’re starting out, I think it’s useful to focus in on the most important 
signals. Which is why, here, I want to stick to a “top three”. These are the candlestick 
patterns that price-action traders rely on again and again … 
 
 
Hammer / Shooting star 
 

 
A hammer has a long lower wick, short body, and little or no upper wick. The lower 
wick should be at least two times longer than the body (the longer, the better). This 
shape indicates that buyers have come into the market and could be taking control. 
 
A shooting start looks like an upside-down hammer, with the long upper wick, short 
body, and little of no lower wick. This suggests that the bulls are protecting their 
gains, and selling pressure is building in the market. 
 
Because the body is very small, its colour isn’t too important. 
 
These two candlestick formations are often called “pin bars”, but what’s key about 
them is where they form. 
 
A hammer is found in a downtrend, and if it’s interacting with an area of support, it is 
a signal for a bullish reversal. 
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A shooting start is found in an uptrend, and where it interacts with an area of 
resistance, it is a signal for a bearish reversal. 
 

 
 
 
Engulfing Candles 
 
One of the best things about hammers and shooting stars is how intuitive and easy 
they are to spot. Engulfing candles aren’t tricky, but they don’t jump out of your chart 
at you in quite the same way. 
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But that doesn’t make them any less important … 
 
An engulfing pattern consists of two candles, where the second candle has a 
different colour to the first, and is larger, engulfing the entire body of the first candle. 

 
For a bullish engulfing, the first candle is a small down candle, showing that sellers 
are in control, but because it’s small, volatility is low and sellers are not aggressive. 
The second candle has a wide range that “engulfs” the body of the first candle and 
closes up. This shows that buyers have come into the market and overwhelmed the 
sellers. Where this kind of pattern forms near an area of support, it tells us that 
buyers are taking control and we can expect a bullish reversal. 
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(Incidentally, did you notice that hammer on the left of this chart, where the price 
bounced off this level last time?) 
 
A bearish engulfing pattern is the opposite from the bullish. We are looking for this in 
an uptrend, around an area of resistance. The red body completely engulfs the 
previous green candle, showing that sellers are taking control of the price. 
 

 
 
 
Piercing Candles 
 
A piercing candle pattern is a slightly weaker version of an engulfing pattern. 
However, they do give us a picture of traders in some trouble. 
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For a bullish piercing pattern, the first candle has a wide range that closes near the 
bottom of the range. The sellers are in control. The second candle has a wide range 
in the opposite direction, closing at least halfway into the previous candle. This 
means that the majority of traders who shorted during the first candle are now sitting 
on a loss. 
 
For the bearish pattern (sometimes also called a dark cloud cover), the buyers are in 
control on the first candle, and for the second, sellers take control, pushing the price 
at least halfway into the previous candle. Again, this leaves a bunch of traders at a 
loss. 
 
When combined with an area of support or resistance, this pattern gives a reversal 
signal. 
 
 
Working with price action signals 
 
One of the most important things to remember about reading price action in 
candlesticks is that this information is not to be used in isolation. 
 
First off, it relies on price interacting with the key areas of support and resistance that 
we’ve already identified. 
 
Secondly, these signals don’t tell us how far we can expect the price to move, or 
where we should be protecting these trades. 
 
To get this information, we need to be aware of the surrounding support and 
resistance levels, and of the kind of movements that market is expected to make in 
the timeframe. 
 
Here’s where we need to be honest with ourselves. 
 
It might be nice to think that an engulfing pattern right on a support level of a 
10minute chart is going to give us a move of 100 pips – but we need to be realistic. 
Ten-minute charts don’t offer those kinds of moves. If you want to pick up moves like 
that, you’ll need to be trading a longer timeframe. 
 
And what if there’s an area of resistance really close to our trade signal, that is likely 
to cause problems for us? If the move we can expect looks too small for the risk 
involved – then this trade is probably one we’d better to sit out of. 
 
The best thing to do is to watch the market and the timeframe you’ll be trading, 
practise demo trading on it … and you’ll soon get a feeling for the moves its likely to 
make.    
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Exercise Three 
Pick a time when you have a spare hour to devote to your charts. Ideally, before 
performing this exercise, you’ll have no open positions in the market, as these will 
prejudice the way you look at the charts. (If that’s not possible, look for an instrument 
that’s reasonably unrelated to your open trades.) 

Pick an instrument. 

Open up a number of charts for that instrument (daily, hourly, five-minute). 

And watch. 

Don’t trade. 

Just watch. 

Look out for key areas, and watch what the price does at these levels. 

Don’t trade. 

Look at individual candlesticks at these key areas – in what way do they look different from 
candlesticks in other price points? 

Just watch. 

Don’t trade. 

Try to repeat this as often as you can over the course of a week. 
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PART FIVE: 
Your Price Action Strategy 

 
Example One 
 
Trading: USDCAD 1 hr chart 
 
1. First take a look at an hourly and daily chart, and mark on the most significant 
areas of support and resistance. 
 

 
 
We can see on the hourly chart that the price is approaching an area of resistance. 
I’ll watch these candlesticks for indication of a price reversal at the support level. 
 
2. A shooting star candle forms right on the line of resistance, suggesting that the 
bears are taking control. 
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3. And here we get our move, using the support and resistance lines we’ve already 
drawn in to guide the positioning of stops and targets. 
 

 
 
Example Two 
 
Trading GBPUSD 1 hr chart 
 
1. On this hourly chart, I’ve marked up key support and resistance levels. As you can 
see, the price is currently approaching one of these levels … 
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2. This is how the price behaves at that level … 
 

 
 
We have a bullish engulfing candle just where the price bounces off support. This is 
our signal to buy. 
 
3. Next we need to look for the key price levels we should aim for a movement to, 
and where a sensible place for a stop loss would be … 
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The stop level goes just beyond the last support level; and the profit target just inside 
the next key resistance level. 
 
4. Here’s how it played out … 
 

 
 
And as the profit target is hit, we also get a shooting star candlestick right on the 
resistance level – a signal for a counter trade, and another opportunity to profit! 
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Example three 
 
In this example, we can see a shooting start candlestick on a downward trend line on 
GBPUSD. As the price bounces downwards from the trend line, we can pick up 
profits on a sell trade. 
 

 
 
 
Becoming a profitable price action trader 
 
It would be easy at this stage to give you a manual full of more and more candlestick 
patterns, each of which, with varying degrees of success will be telling you that the 
market has a bullish or bearish bias. 
 
However, the trick with all trading in general – and price action trading in particular – 
is not to fall into the trap of hunting through charts for a signal (any signal!) that will 
allow you to open a trade. 
 
What I’ve covered in these few pages are the strongest price action signals. It is far 
better to wait for the best signals than to risk our hard-earned pennies on sub-
standard signals, that are less likely to be successful. 
 
And please don’t be afraid to combine price-action principles with other trading 
methods – no one says you have to be a purist! Learning price action methods 
needn’t mean that you’re rejecting other trading methods. Maybe you want to reject 
technical analysis and only trade with “naked” price action charts … or maybe you 
want to use price action to enter your technical traders faster and more accurately. 
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Whatever your trading style, the ability to see through charts to the “action” is 
invaluable and can only make you a better trader. 
 
My advice is to read through these pages, and start watching charts and noticing the 
ways in which price behaves at key levels. Before long, you’ll be spot hammers and 
shooting starts, engulfing and piercing candlesticks – and you’ll know what the 
market is thinking. 
 
The most successful price action trader isn’t the one with a huge arsenal of signals, 
ready to fire off trades every 10 minutes. Instead, it’s the trader who watches, and 
waits for the perfect moment to strike. 
 
Good luck with your career in price action trading. 
 

 
 
Mark Rose 
Trader’s Bulletin 
 
P.S. For more information on price action trading, and to sign up for my weekly 
tutorials and newsletters, please check out the Trader’s Bulletin website here: 
www.tradersbulletin.co.uk 
 


