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Momentum candlestick patterns are patterns focused on capitalizing on recent

price trends in securities.

Traders identify assets showing strong upward or downwardmovements using

technical indicators like moving averages, RSI, or MACD. Typically executed over

days to weeks, momentum trades aim to profit from short-term price momentum

rather than long-term investments.

This strategy involves managing risks such as potential price reversals or market

volatility with techniques like stop-loss orders.

Traders o�en target liquid assets with high trading volumes to facilitate smooth

entry and exit from positions. They make quick decisions based on event-driven

factors like earnings reports or economic data releases.

In this post, we explain exactly what momentum trading is and how you can use it

in your trading.

What is Momentum Trading

Momentum trading is a strategy based on the concept that securities that have

performed well recently will continue to perform well shortly. In contrast, those

that have performed poorly will continue to perform poorly.
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It relies on identifying stocks or other assets with strong price trends and entering

trades to capitalize on them.

Critical characteristics of momentum trading include:

● Focus on Price Trends: Momentum traders look for assets showing strong

upward or downwardmovements, o�en identified through technical

indicators like moving averages, Relative Strength Index (RSI), or MACD

(Moving Average Convergence Divergence).

● Short to Medium-Term Approach: Trades are typically held for days to

weeks rather than long-term investments, aiming to profit from short-term

price movements driven by market momentum.

● Risk and Reward: This strategy carries potential price reversals or market

volatility risks that could quickly erode gains. Risk management techniques

such as stop-loss orders are crucial to limit losses and protect profits.

● Volume and Liquidity: Momentum traders o�en target liquid assets with

high trading volumes to ensure ease of entering and exiting positions

without significant price slippage.

● Event-driven: Momentum can be driven by various factors, including

earnings reports, economic data releases, or market news, which can amplify

price movements and provide trading opportunities.
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Overall, momentum trading requires a disciplined approach, thorough analysis of

market trends and indicators, and quick execution to effectively capitalize on

short-lived price movements.

The Best Momentum Candlestick Patterns

Inside Bar Pattern

The Inside Bar trading pattern is a candlestick formation in which the current

candlestick's high and low is within the high and low of the previous candlestick.

This formation suggests a temporary consolidation or indecision in the market

before a potential breakout or reversal.

Traders o�en use the Inside Bar pattern as a signal to anticipate a subsequent price

move.

Critical points in trading this pattern include:

● Recognition: Identify the Inside Bar pattern on a price chart where the

current candle's range is entirely within the previous candle's range.

● Context: Consider the context in which the Inside Bar forms, such as near

critical support or resistance levels or following a strong price trend.

● Trading Signals: Traders interpret the Inside Bar pattern as a potential signal

of future price direction:
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○ Breakout: A breakout above the high of the Inside Bar may indicate

bullish momentum.

○ Breakdown: A breakdown below the low of the Inside Bar may

suggest bearish momentum.

● Confirmation: Additional technical indicators or chart patterns are used to

confirm the Inside Bar signal before entering a trade.

● Risk Management: Implement stop-loss orders to manage risks and protect

against false breakouts or reversals.

Overall, trading the Inside Bar pattern involves patience and confirmation. The goal

is to capitalize on potential price movements following periods of market

consolidation or indecision.

See the chart example below of an inside bar.
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Engulfing Bar Pattern

The Engulfing Bar trading pattern is a two-candlestick pattern that signals a

potential reversal in market direction. It consists of two candles, with the second

candle completely "engulfing" the body of the first candle, indicating a shi� in

sentiment from bulls to bears or vice versa.

Critical aspects of trading the Engulfing Bar pattern include:

● Types of Engulfing Bars:

○ Bullish Engulfing occurs in a downtrend when the second candle's

body completely covers the previous candle's body, suggesting a

potential upward reversal.

○ Bearish Engulfing: This occurs in an uptrend when the second

candle's body completely engulfs the previous candle's body,

signaling a potential downward reversal.

● Confirmation: Traders typically seek confirmation of the Engulfing Bar

pattern through:

○ Volume: The higher volume accompanying the Engulfing Bar

enhances the validity of the reversal signal.

○ Technical Indicators: Use additional indicators like RSI, MACD, or

moving averages to confirm the reversal signal.

● Context: Consider the market context in which the Engulfing Bar forms, such

as near significant support or resistance levels or a�er an extended trend.

6



● Entry and Exit Points: Enter trades a�er the Engulfing Bar pattern with a

stop-loss placed beyond the pattern's high or low, depending on the

direction of the trade. Take-profit targets can be set based on the distance of

the initial move or critical support/resistance levels.

● Risk Management: Manage risks by setting appropriate stop-loss orders and

adjusting position sizes based on the market's volatility and the timeframe

used.

Trading the Engulfing Bar pattern involves identifying clear and significant

candlestick formations, interpreting themwithin the broader market context, and

confirming signals with additional technical analysis to increase the probability of

successful trades.

See the chart below for an example of a bearish engulfing bar pattern.
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Hammer Pattern

The Hammer trading pattern is a single candlestick pattern that o�en signals a

potential reversal in market direction, typically found at the end of a downtrend.

The hammer can also be used as part of a momentum trading strategy when you

look to buy or sell at pullbacks within the general price action trend.

Key characteristics of the Hammer pattern include:

● Appearance: The Hammer candlestick has a petite body near the top of the

candlestick with a long lower shadow (tail) at least twice the length of the

body. There is little to no upper shadow.

● Significance: The Hammer pattern suggests that sellers drove prices lower

during the session, but buyers pushed the price back up, typically closing

near the high of the day. This indicates potential buying pressure and a

rejection of lower prices.

● Confirmation: To validate the Hammer pattern as a potential bullish signal:

○ Look for the Hammer pattern at the end of a downtrend or near a

support level.

○ Confirm with higher volume compared to recent candles.

○ Use additional technical indicators or chart patterns for further

confirmation.

● Entry and Exit Points: Traders o�en enter a long position a�er the Hammer

pattern forms, placing a stop-loss order below the low of the Hammer
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candlestick. Take-profit levels can be set at nearby resistance levels or based

on the pattern's height.

● Risk Management: Implementing risk management techniques, such as

setting stop-loss orders and adjusting position sizes based onmarket

volatility, is crucial to managing potential losses and protecting profits.

Recognizing and trading the Hammer pattern involves identifying its distinctive

shape, interpreting it within the broader market context, and confirming signals to

increase the probability of successful trades.

See the chart below for an example of a bullish hammer pattern.
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Lastly

Momentum trading strategies focus on identifying and capitalizing on recent price

trends in financial markets.

Traders use technical indicators such as moving averages, RSI, and MACD to spot

assets showing strong momentum, anticipating these trends will persist in the

short to medium term.

Trades are typically entered a�er confirming momentum signals, such as breakouts

or trend reversals. They are o�en accompanied by high trading volume to validate

the move's strength.

Positions are managed with risk management tools, such as stop-loss orders and

adjusted position sizes, to mitigate risks associated with potential price reversals or

market volatility.

Market events, such as earnings reports or economic data releases, can intensify

momentum, creating additional trading opportunities for those employing these

strategies.
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