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Introduction to Price Action

Price action trading is the most fundamental and scientific field of study, indispensable for any trader

wishing to succeed in financial markets. Whether operating in the stock market, cryptocurrency, or forex,

observing exact price movements to understand the market's underlying psychology is known as Price

Action.

Relying solely on complex indicators often leads to significant market losses. However, by accurately

interpreting  price  action—the  true  language  of  the  market—traders  can  make  highly  accurate  and

confident decisions. It is the real-time reflection of how price moves at a given time. In trading, we zoom

in to observe what signals the current candles provide, rather than just relying on historical data.

Analogy: Think of an open market auction. If the demand for tomatoes is high and supply

is low, traders quickly raise the price. When buyers decrease, the price falls. The real-time

competition between buyers and sellers is more critical than any officially written price. 

Candlestick Patterns: The Battleground

Candlestick patterns are the most vital element in price action study. Each candlestick tells the story of

the struggle between buyers (bulls) and sellers (bears). A standard candle consists of four main price

levels: Open, High, Low, and Close (OHLC).



1. The Hammer Pattern

A single candlestick pattern characterized by a small body and a long lower shadow (wick). The

wick should be at least two to three times the length of the body, with little to no upper wick. It forms

after a continuous downtrend.

Meaning: Sellers tried to push the price down to new lows (forming the long lower wick), but buyers

fiercely retaliated, overpowering the sellers and pushing the price back up to close near the open.

Analogy: Forcing a ball underwater and letting go—it shoots rapidly to the surface.

2. The Shooting Star Pattern

The exact opposite of the hammer. It has a long upper wick and a small lower body, appearing after

a continuous uptrend.

Meaning: Buyers pushed the price high initially, but at those elevated levels, sellers aggressively

entered the market and forced the price back down, indicating the upward momentum has died.

Analogy: Throwing a stone high into the sky; it doesn’t stay there but falls back down due to gravity.

Illustration: Hammer Formation

↘ Downward Trend

↗ Bullish Reversal

Illustration: Shooting Star Formation

↗ Upward Trend
↘ Bearish Reversal



3. Bullish Engulfing Pattern

A two-candle reversal pattern where a small red candle is followed by a massive green candle that

completely "swallows" the red one. The green candle's closing price is definitively higher than the

red candle's opening price.

Meaning: It signifies a massive shift in sentiment. Buyers have completely overtaken the sellers'

influence. (Like a giant new showroom opening and taking all the business from a tiny tailor shop).

Support and Resistance Dynamics

Price action is closely tied to Support and Resistance levels:

Support: The "floor". A price level where a falling price stops, stabilizes, and bounces back up due to

concentrated buying interest.

Resistance: The "ceiling". A price level where a rising price is halted and falls back due to

concentrated selling pressure.

Just like a rubber ball bouncing between the floor and the ceiling, price moves between these limits. A

level is considered strong if the price approaches it with strong momentum and reverses sharply.

Illustration: Bullish Engulfing
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However, if  the price repeatedly hits a support level with weaker bounces (forming "lower highs"),  it

signifies that the support is weakening and is about to break—just like repeatedly hitting a door with a

hammer until it shatters. This leads to Breakout Trading opportunities.

The Power of Volume in Breakouts

A  breakout  occurs  when  the  price  strongly  breaches  a  clear  support  or  resistance  level.  Volume

measures how many shares or contracts are bought and sold, acting as the ultimate validation of price

action.

5 Signs of a Winning Breakout:

Strong market momentum during the breakout.

The breakout candle closes powerfully beyond the resistance/support.

A massive surge in trading volume.

The breached level was clearly visible and significant to everyone in the market.

Subsequent price action confirms the continuation of the trend.

Think  of  volume as  public  participation:  one  person  shouting  a  slogan is  weak,  but  10,000  people

shouting together shows massive strength. A breakout without volume is likely a Fakeout.

Conclusion & Psychology

Behind every winning strategy lies strict risk and money management. No strategy is 100% foolproof. A

successful trader always predefined the maximum acceptable loss for each trade and strictly uses a

Stop Loss. Eliminate fear and greed, and treat trading like a professional business.

Mastery of these concepts requires relentless practice. Backtest historical data, identify patterns, and

draw your own support and resistance levels. In your journey towards financial freedom, disciplined price

action will serve as your ultimate guide.
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