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TRADING TECHNIQUES

. IN THEORY
ar a I e The concept of Market Profile stems from the idea that
markets have a form of organization determined by time,
" price, and volume. Each day, the market will develop a range
B% 6 for the day and @aluearea, which represents an equilibrium

point where there are an equal number of buyers and sellers.
In this area, prices never stay stagnant. They are constantly

diverging, and Market Profile records this activity for traders
to interpret.

Every off-floor trader would like to get a feel for how things Market Profile is based on the normal distribution curve,
really are on the exchange floor. Mastering Market Profile ~wherein approximately 70% of the values fall within ane

may help you get it.
FENS
ey gl DISTRIBUTION CURVE
iz =y by Jayanthi Gopalakrishnan .
: ' (R Prices
\ above
orried that you'll never be \ value
able to compete with the \\
floor traders? After all, N
they’re right there in the \\ VALUE AREA
middle of the action. u Volume V  Where 70%
They're privy to inform- o of trades
ation that off-floor traders o /  take place.
see late or maybe never. ,’
Once you start using b
Market Profile, however, ,’
you may find yourself with / Prices
moreinformation than the ] below
floor trader. No longer will | value _
: floor traders, decked out TIME .
in their colored jackets, frantically gesturing and scrambling

to make themselves heard and seen by other traders, seem  FIGURE 1: MARKET PROFILE STRUCTURE. The
chaotic, intimidating, or bizarre. Instead, with the use of structure of Market Profile follows that of a norml
. . . distribution curve of price occurrences.

Market Profile, you will see the order in the markets.

J. Peter Steidlmayer developed Market Profile in the 1980s
in conjunction with the Chicago Board of Trade. Traders wistandard deviation of the average. If you rotate the normal
use it say that they get an in-depth understanding of tfistribution curve so that price is along the vertical axis and
market, contributing to improved trading. Many factors caime on the horizontal axis (as shown in Figure 1), you have
be monitored from Market Profile. the structure of Market Profile.

Market Profile is not an indicator in the typical sense. It A normal distribution curve assumes that the number of
does not provide buy/sell recommendations but acts maeeurrences follow a bell-shaped curve. Anyone who |has
like a decision-support tool. It organizes the data so thedded in the markets, however, knows that prices never
you can understand who is in control of the market, whiallow a definite pattern; in fact, you rarely see a normal
is perceived as fair value, and the direction of the pridéstribution. What youdo see are skewed distribution of
move. It is possible to extract enough information fromrices, which makes it possible to see the price at which most
Market Profile for you to position your trades moref the trades actually took place. This provides significant
advantageously. clues about the direction of prices and is the groundwork for

Market Profile is useful for the pit trader as well as the oftinderstanding Market Profile. In theory, this helps the trader
floor trader. The indicator can help the off-floor trader getidentify where prices are in relation to values.
better sense of the market; prior to the introduction of MarketMonitoring price distribution over time gives insight into
Profile, only floor traders had access to this informatiomhat levels are considered fair and unfair. You may take
Although all references here refer to using futures contraaslyantage of this information and identify good trading
Market Profile can be used just as effectively for othepportunities.
tradables. Software vendors such as Cqg and WindoTradevolume is the key to understanding Market Profile, If
provide Market Profile displays for equities. prices move away from the value area but volume starts to dry
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up, itis likely that prices will
move back to the value areg.
Such a movement indicates
that sellers are not happy that
prices are below value and
buyers are not happy that
prices are above valu
Trading activity may increas
only when prices return to th
value area.
If, on the other hand, prices
diverge from the value area
with increasing trading actr
ivity, that indicates marke
’ i : | participants are reevaluating

o o o \ Nl e, 3 1,/ their idea of value. By observ-
} : ; . ; ; ing market activity throug

-—

230 G i
| Market Profile, you can get

224 GKL v B | . | V| AT \ grasp of who is in control o

2223 GKL . ; . ' : e 3 - - the market and determine
2222 GKL gl - g . : i

2291 GKL B I ; o L = 1 which way the marketis likel
2220 GKL i o ! % R ir i to move.
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2217 GIKL F ol - I " 1[R 1= § il | WATCHINGIT DEVELOP
ol - . M, ' [ P \ | The development of Market
2215 FGJKL 1 - . .

2214 FGHIKL d ] g ' P b Profile can be seen during the
2213 FGHIKL e g . R g course of the trading day i

2212 FGHIL - . : . . I
2211 FGHIL ; Figure 2. Market Profile i

2210 FGHIJL* ' Vil % ; : made up oftime price
R IR e A, . _ ' opportunities (Tpos), which
2207 FGHIL> ; e . r \ are represented by letters.
gggg FGH i ' ~> AE= £ T Each letter represents one
2204 ' ; - ; Fo ¥ #( ¢~ half-hour of the trading da
2203 et 1 Wl 3 A 4 : ™ . (butbevarethatthe lettersused
e bl | i to represent time periods are
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G20 _ L R R N, ! % Inthe example in Figure 2, the
2197 . T ¥ ! ‘  periods are represented with
219 ' ¥l ' lettersA to J, with A being the
] \ wr first half-hour.

2193 A 5 1 - The first hour of tradin
ﬁgi 4 5 S sets the general pattern for
2190 1 ViR the day and is your firs
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o = activity. This period isimport
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MARKET PROFILE BREAKDOWN The height of the entire NORMAL DAY
Dec. ‘99 coffee “C;" 9/7/99 profile —that is, the high to | Sept.'99 soybeans (CBOT), 8/30/99
A 9190 B B . Selling the low — is known as the | o, vp <« Open
9185 B B tail range. In this example, the 469 YD
S E 8 = range is $90.20 to $91.90, S8
9175 A B AB A ) 4692 YDH
9170 ABC ABC which is wider than the 4690 YDHI
9165 A B C ABC initial balance. 4686 YDHI
9160 ABC ABC . . 4684 YDHI
ann A e T On occasion, prices go o e . Value
950 A B CD G ABCDG above or below the initial 4680  YDHI area
9145 ABCD G ABCDG Value e 4676 YDHIK
9140 ABCD G ABCDG " area balance. Th's. is known as g L 4674 YDGHIK .
9135 A B CD G ABCDG range extension. In this > 4672 YDGHIK Point of
9130 ABCD FG ABCDFG example, the range extends < 4670 YDGHUK > |« control
9125« A B CDEFGH> ABCDEFGH > [«— Point bel he initial bal OC 4666  DGHIJK*<—— Close
tJ 9120 AB DEFGH ABDEFGH of below the initial balance, W 4664 DGHIK
> 9115 AB DEFGH ABDEFGH control indicating a seller range T 4662 DGUK
<C 9110 A B D [E [F H ABDEFH H o 4660 DFGIJK
O 9105 A DEF H ADEFH extension. 4656  DFIJ
8 9100 A DEF H ADEFH The price range where 70% 4654  DFI
x %% L DE H DEH of the trading activity takes | | 462 DAl
o 9090 |pital D E H I DEHI o 4650  DF
9085 palance D E H | DEHI place, one standgrd deviation 4644 DEF
9080 DE H I DEHI from the mean, is the value 4642 DEF
9075 D E H | DEHI : e 4640 DEF
S o : - area. In this example, it is the e
9065 D | DI area between $90.80 and 4634  DEF
o 0 : e $91.55. Calculation ofthisarea| ¥ 463  DEF
9050 D DI Close is coveredin more detail in the ¢, e 3. pRoFILE OF ANORMAL DAY. A
ggig - IIJ* Closin sidebar, “Value area calcula- yide initial balance and a relatively balanced
9035 T rangeg tion.” This is where the bell marketcharacterize anormal day. The TPOs
%030 | T curve comes in. The value areg"e represented by DEFGHIJK. The Y period
9025 | | l«—BUYyINg represents trading prior to the open.
h | | tail reflects the acceptance level
of a certain price range or

lan rea. An m move pri W Id pravi
FIGURE 2: MARKET PROFILE BREAKDOWN. Market Profile is made up of time balance area y attempt to move prices away could p de

price opportunities (TPOs), which are represented by letters. Each letter repre- |mportan.t clues to dlrectlon. .
sents one half-hour of the trading day and is placed at each price level occurring Thepoint of control is the longest line of Tpos closest to the

during that time. center of the range. In Figure 2, $91.25 represents the point
of control. This is where most of the trading activity took
place and is considered to be a fair value for the trading|day.

timeframe trader and all otheas other-timeframe. The latter J period is theclosing range and designates the day's
trader type provides market direction by moving prices to n@hlose. Here, it is $90.40. The closing price is important
levels, whereas the former is interested in trading large volurbegsause you need it as a reference point for the following
on few ticks. They provide liquidity to the markets. day’s opening activity.

Theinitial balance is the price range of market activity When you have a series of single letters on either extreme,
during the first hour (the first two time periods). In Figure 2t is known as aingle-print buying/selling tail. The presenc
this is represented by A and B. On September 7, 1999, tfisuch atailindicates a strong reaction by the other-timeframe
initial balance for the December 1999 coffee contracts waaders. In this case, both single-print buying and selling tails
established in the first two half-hour periods between $91.8( present. Since both are very short — only three letters —
and $91.90. A wide initial balance suggests that prices wlle response from the other-timeframe traders was very
stay within the range, whereas a narrow one suggests #taing. The buying tail represented by the three | periods
prices may extend beyond it. The ability to differentiatghows that the other-timeframe buyer responded quickly to
between the two will only be possible after some experiené@wer prices. Conversely, the three Bs at the top of the prpfile
If the price range falls outside the the range set by the initiadlicates that the other-timeframe sellers responded qujckly
balance, there is the suspicion that the other-timeframe tragben the prices were above value.
has entered the market and tried to move prices away from the
area of balance. RECOGNIZING

During D period, the other-timeframe seller entered tiid FFERENT DAY S
marketand drove prices lower. However, during the subsequétiw that you know how a profile develops, it's time |to
periods, buyers entered the market and drove prices higheexamine the different types of days you might encounter.
H, the seller entered again and held control till the close, as Giere are several types of profiles, and you should be able to
be seen by the activity during | adgberiods. recognize the shapes associated with the different types of
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VALUE AREA CALCULATION
VALUE AREA CALCULATION Oct. ‘99 crude oil, 8/24/99
Value area can be calculated using either volume or time price opportu- A 2165 c
nity (TPO) count. Here’s the calculation using the TPO count: gigg SE
2162 BCDE
1 Count the total number of TPOs, including single prints. 2161 BCDE
2 Calculate 70% of this number. gigg SEBE
3 Identify the point of control (the longest line of TPOs closest to the center 2158 BCDEJ 9 T
of the range) and note its TPO count. 2157 BCDEFJK
2156 BCDEFGIK 16

4 Addthe TPOs of the two prices above and below the point of control. The
TPOs of the two with the greater number should be added to the TPOs
of the point of control.

2155 BCDEFGHIJKL > 11
2154 BCDFGHIJKL
2153% BCDFGHIJKL 20

PRICE RANGE

L VALUE AREA

5 Continue this process till the total number of TPOs counted reaches P ggig::ji'[
70% of the total number of TPOs. 2150 BCFGHIKLF
2149 BCFIKL 14
The same methodology can be used to calculate the value area using ;iig gﬁF'KL g
volume. See sidebar Figure 1 for the application of the calculation. 2146 BIL
2145 BIL
Total TPOs = 131 ;iig g:
70% of 131 = 91.7 o &
TPOs of the point of control = 11 2141 Bl
TPO count: 11 + 20 + 18 + 16 + 14 + 9 + 6 = 94 | gigg =

Value area = $21.48 to $21.59

—_JG. SIDEBAR FIGURE 1: VALUE AREA CALCULA-
TION. The value area is calculated using the
TPO counts at price levels above and below
that level with the most TPOs.
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NORMAL VARIATION OF TREND DAY DOUBLE-DISTRIBUTION DAY
A NORMAL DAY Sept. ‘99 soybeans (CBOT), 8/23/99 Oct. ‘99 crude oil (CEC-NYM), 8/31/99
Sept. ‘99 soybeans (CBOT), 8/27/99 e " 2230 6\
4682 G 4662 K 2225 G \
4680 GK 4660 K 2224 GKL
4674 GK* 4656 IK* 2223 GKL |
4670 GK 4654 JK 2222 oKL |
4664 EGHIJK 4652 JK 2221 oKL |
4662 EGHIJK 4650 JK 2220 GKL :
4660 EGHIJK 4646 J 2219 GKL |
4656 EGHIJK 4644 J 2218 GIKL |
4654 EFGHIJK> 4640 J 2217 GIKL
1] 4652 EFGIIK 4636 J 2216 GIKL
O 4650 EFGIIK 4634 J 2215 FGIKL \
<Z( 4646 EFIIK 4630 J 2214 FGHIKL |\
o 4644 EFIIK 4626 J 2213 FGHJKL |\
| 4642 DEFIJ 4624 N 2212 FGHIOL |
O 4640 DEFIJ 4622 [ 2211 FGHIL |
O’ 4636 DEJ 4620 FI 2210 FGHIL* |
0 4634 DEJ 4614 FHI 2209 FGHIJL
4632 D W 4612 FGHI 2208 FGHIL
4630 D O 4610 FGHI 2207 FGHIL>,
4626 D <Z( 4606 FGHI 2206 FGH ,
4624% D o 4604 FGHI > % 2205 F 7/
4620 D W 4602 FGHI > 2204 F/
4616 D O 4600 FGHI < 2203 Fl
4614 YD T 459 Al X 20 E “
4612 Y O 4504 FI E)J 2201 F A\
4602 Y 4590 F T 20 BF '\
4586 F o 2199 BF \
FIGURE 4: NORM AL VARIATION OF A NOR- 4584 DF 2198 BDEF \
MALDAY. The profile indicates activity during jggg BE ig; EEBEE “
the ear!y tradmg h.oursl followed by a range 4576 DE 2195 BCDEE |
extension. This implies that the other- 4574 YDE 2194 BCDEF |
timeframe trader entered the market after 4572 YDE 2193 BCDEF |
watching it for a while. D represents the first 4570 YDE 2192 BCDEF !
half-hour period. The Y period represents trad- 4566 YDE 2191 BCDEF ,'
ing prior to the open. 4564 YDE 2190 BCDEF |
4562 YDE 2189 BCDEF
4560 YDE 2188 BCDEF
4554 YDE 2187 BCDE
i 4552% YD 2186 BCDE
days_. To dq so, however, will pros bt el = /’
require practice. Once you do, you 4544 D 2184 BCE |
can get a feel for the market. 4540 D igg SEE //
't is equally important to FIGURE 5: STANDARD TREND DAY. Pri 2180 3
. : . Prices l}
determ_mg whether ,the buyer or are constantly moving up and there is no ;gg g |
seller is in control in the early interest in moving them in the opposite direc- 2154 B!
trading hours. Some off-floor tion.
traders prefer to wait till the third FIGURE6: DOUBLE-DISTRIBUTIONDAY. Here,
time period before making any two distributions are identified, indicating that

trad b durina thi iod the other-timeframe trader found prices to be at
rades, beécause auringthis period, an unfair value and aggressively moved prices

you may see the development of a value area and extensiormal day, which higher to another value area.

of prices beyond the initial balance, both providing clues esalso identified by

to what type of day is developing. If the development is nattivity during the

clear at this point, it is a good idea to stand on the sidelirezgly hours of trading. What makes this different fron

and wait. normal day is that the other-timeframe trader enters
Thenormal day is characterized by a wide initial balancemarket after standing on the sidelines for a while. Not

which indicates that the other-timeframe trader entered #igure 4 how, during the fourth time period (represente

market early. This usually due to the release of major news th@), the range is extended beyond the initial balance.

suggests either bullish or bearish signals. During the remainihelicates that the other-timeframe has found an oppor

of the trading day, the other-timeframe buyers and sellers tradiee level and entered the market aggressively. During

back and forth and the market remains relatively balanceeimainder of the day, trading activity occurs between

Figure 3 shows an example of a normal day. As mentionettier-timeframe and day-timeframe traders. A new bald

previously, it is rare to find a normal distribution in Markearea will usually be formed.

Profile, and hence a “normal” day is not particularly normal. Another type is theeendday. There are two types: standal
A more common occurrence is the “normaditiation of a and double-distribution trend days. Trend days are espe
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NONTREND DAY u;efql in |pd|cat|ng_ price EEmETEEEETTEE— BEE
Sept. ‘99 T-bond (CBOT) day, 8/26/99 direction. Figure 5 gives an &
example of a standard trendts - 8/26/99
oo s day; price is consistently [Eis] »‘ 2
11622% $ABL rising and there is no interest s D OORFaHIK ’ 8/27/99
Uikl HEL in moving it in the opposite | YBCDEFGHIJ  1,[yBC
11620 $ABLM * . . . . [ DFG yzABC 4 11e00
(O 11619 $BKLM direction. The profile is [z yzZABCD
Z ﬁgig :gg;m usqally narrow, with no time E Moeact i f
E 11616 e period containing more than = EFGHLK 1
O 11615 Z$BCDEFJKL ) f.|ve Tpos. Th_e other— :: i lll
o ﬂgi‘a‘ ggggﬁg:‘di timeframe participant is in [Ea2 |IM .
11612 CDEFGHIJ control. = | l ".HII l[lﬂl | ] | 2
ﬁgi(l) (EZgEFGHJ A double-distribution day [=ed m l‘l '[ l” b
Py c is displayed in Figure 6. You | I I [t “ 18
can clearly see the two R : i
FIGURE7: NONTRENDDAY. Anarrowtrading ~ different distributions that [ N R S __%
i ggﬁkﬁ;;“tﬁgf'ﬂij’gfg"ﬁ,f 3”;'{:3 s profle ggmrrﬁ? during the trading p,q;qe 8: IMPLICATIONS OF A NONTREND DAY. A nontrend day is usually followed by
event or economic release, or it may be a day y. The initial balance is 4 changein trend. From the bar chart, you can see that the nontrend day that occurred on
prior to a holiday. Here, the TPO symbols are ~ represented by the B and CAugust 26 was followed by a downtrend. Figure 7 also displays the profile for September
Z$ABCDEFGHIJKLM. Tpos andis relatively narrow, 1999 Treasury bond contracts tre}dec_j on August 26. Sincgthgy are from different sources,
- which means that the Other_howev&-:*r, the TPO letters and price increments do not coincide.
timeframe participant has not
entered the market. The other-timeframe buyers enter the
market aggressively during F because they believe pricesdigE 1 T NEUTRAL DAY
below value. This results in the prices extending to anotl#ier yougain some experience Oct. 99 crude oil, 8/24/99
level. Trading between buyers and sellers occurs at this staganalying Market Profile, you 2165 .
and a new balance level is established. should be able to recognize the 2164 CE
If you detect the formation of the double-distribution dagiifferenttypes ofdaysand predict 2163 CE
early, you can take advantage of some great tradithg direction of the price. After Sgi EEBE
opportunities. It is important to watch the Tpos here betwegou understand howto recognize 2160 BCDE
the two distributions. They are usually single prints, but if ydhe different days, you will need 5123 SSBEJ
notice them changing to double prifggerduring the trading to put it all in perspective to see 2157 BCDEFJK
day, itis anindication that price levels are not being sustaineldat Market Profile revealsand | |, 2156 BCDEFGIK
atthe second distribution; they are, in fact, moving back to thew traders can benefit fromit. | O 5122 SEBEE%EED
first distribution. Market Profile is different < sk BCDFGHIJKL
There are days when there will be no enthusiasm that yfcam a tick chart. It combines | ;228 e
can observe in the market. You will be able to identify this lprice, volume, and time and % 2150 BCFGHIKL *
a vay narrow trading range with a wide profile (Figure 7); norganizes those factors into a| o 2149 BCFIKL
evidence of a range exten-sion is apparent. This is known &sren that you will be able to 5133 S,CLF'KL
nontrend day. What may be happening here is that traders aszognize. A tick chart gives 2146 BIL
waiting for either a news event or an economic release, oydu an idea of the relationship o o
could just be a day prior to a holiday. Usually, a nontrend dagtween price and volume at a| 2143 BI
is followed by a change in trend. In Figure 8, you can see thpecific time. By observing giﬁ g:
the profile of the September 1999 Treasury bond contradiarket Profile, you will be 2140 BI
which traded on August 26, 1999, was followed by a downwaabile to visually determine the 2130 !
trend. price levels at which the
There is another type dfty knownas theneutral day. In  markets are in equilibrium. Z:fgﬁgge"ﬁg?::gﬁ;Zr‘ihgstgr??n
this case, as the name suggests, there is not much differen¥@unwill also understand Who agreement on the value of the contracts.
the perception of value between buyers and sellers. You @aim control at any given time Since the close is in the middle of the profile,
see that both buye and sellers are active by the rangand recognize when that itindicates thatthereis balance between the
extensions on either side of the initial balance. Figurec8ntrol shifts. This gives you PWers and selers.
represents such a day. The close is in the middle of the rarmgesdge in making good trading
indicating that there is a balance between the buyer and setlecisions, alerting you to the possibility of a shift in the
If, however, the close was near either extreme, it may mesrception of value.
that the buyer (if it closed toward the top) or seller (if it closed The auctioning process in the markets is similar to that of
toward the bottom) is in control. any business: supply and demand. In the futures pits, when
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other-timeframe buyers and sellers conduct a transaction,

y . ; RESPONSIVE ACTIVITY
process goes through a middleman or the day-timefrar P Trader thinks
trader. If there is an imbalance between supply and demal A contract prices
itis the floor trader who must bear the brunt. For example, :B above value.
there are more other-timeframe sellers than buyers, the flg ABCD SELL
trader will be faced with a situation where there isanincreas e

H CDEFGHIJK
supply but not enough demand to dispose of the contracts DERERT
order to restore the equilibrium between the buyers a GHIK
sellers, prices will have to be reduced to the point where th. | %2 :K
will attract buying activity. Ll ABD I
O ABDEG
<Z( ABCDEFGK
(Y ABCDEFGH
Ll ABCDEFGHI
O EFGHIK
X GHI
O cH [ Trader thinks
I contract prices
BUYING AND SELLING IK below value.
' B Q Tradgrs reactdifferentlyto p_ric_es ‘;:igm BUY
y a2l at different times, so it is CDEFGHIK
1 ;,d important to recognize the type o
~ of activity that is taking place. AB
There are two broad categories of :B
buying and selling activities known A
as initiative and responsive. Dayl Day?2

PRICE RANGE

INITIATIVE ACTIVITY
|
|
IK
GHJIK
DEFGHJ
CDEFGHIJK
CDEFGHJ
DABCD
AB

AD AB

AB A

ABD A

ABDEG

ABCDEFGK

JABCDEFGHJ

ABCDEFGHIJK

EFGHIJK

GHIJ

GH A
A
AB
AB
ABCD
CDEFGHJ
CDEFGHIJK
DEFGHJ
GHJK
IK
|
|

Day 1 Day 2

Contract
prices
above
value.
Trader

takes
initiative
to move
prices
higher.

BUY

Contract
prices
below
value.
Trader
takes
initiative
to move
prices
lower.

SELL

Differentiating between the two is

clues to the type of activity taking place.

To determine which activity is taking place, you mus
compare the current day’s profile to that of the previous d@¥cates that initiative activity is prevalent.
(Figure 10). Iftraders take the initiative to move prices higher
or lower than the previous day’s value area, the action
indicates that the activity is initiative. If, on the other hand,
selling activity is dominant when prices are higher than the

Comparing the current day’s profile to those of previoys
days enables the market participant to recognize the chary

8/24/99
| yA
1K y
1JKL«Close'y
1JKL

KL

participation and attempted divergence of price from valug.
Such an approach will provide clues about whether ti
market action is occurring in a trending or bracketing (tradi

PHIJKL
range) market and reveal whether movement is likely to VACOER
met with acceptance or rejection. ”éﬁﬁc

You can spot a trend by looking at the movement of tje=
value area. If it moves in one clear direction, either up |@

market is one in which prices move back and forth betwe
two price levelghatact as support and resistance.
When the value area steadily moves in one direction, t

previous day’s value area, or buying activity prominent when 8/25/99 g/26/99
prices are lower, you can conclude that responsive activitygh EQEE iﬁfécnam

H 4 4
taking place. crat PYABCDEF GHIJK

%BCDEFGHIJ
FG

important, and the structure of Market Profile will provid@GURE 10: RESPONSIVE VS. INITIATIVE ACTIVITY. Increased selling activity when prices
are above the previous day’s value area, or buying activity when prices are below indicates that
vtasponsive activity is prevalent. Conversely, if increased buying activity is dominant when prices
are above the previous day’s value area, or selling activity prominent when prices are below, it

[-[=1x]

4 12000

4 11900

4 11800

4 11700

4 11600/

4 11300

a2= Apr e Jun Jul Aug Sep
[og 15 [22 [2901  [12 [19 [26 [0z [10 [17 [24 [o1[o7 [14 [21 [28[01 [12 [19 [26 [02 |09 [16 |23 [01]07 [13 [20

means that the movement in price is being accepted.=#
however, the value area is overlapping the previous vaﬁé
area, you can conclude that the trend is slowing down acg#f

starting to find balance. In a bracketed market, both the othsies of a change in price direction.

g'JRE 11: MARKET PROFILE WITH MOVING AVERAGES. Using Market Profile in
conjunction with traditional indicators such as moving averages can supply additional
irmation. Here, moving averages alert a sell signal earlier than Market Profile, providing
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timeframe buyers and sellers are responsive. When pridée bar chart on Figure 11 shows that prices decreased
reach the top of a bracket, the seller enters and pushes thearply after August 26, 1999, suggesting that they hit a

down. Conversely, when price reaches the bottom of tlesistance level.
bracket, the buyer responds by driving them up.
To determine whether a market is bracketing or trendinGONCL USION

| find it useful to combine Market Profile with movingMarket Profile reveals several factors that provide you with

averages. Figure 11 shows a bar chart of the Septemdneiidea of the trading activity taking place in the mark
1999 Treasury bond contracts with an overlay of the fivBtonitoring the market action will enable you to determ

ets.
ne

and 10-day moving averages and Market Profile of Augube type of day that is developing, whether a price trend has

24 to 26, 1999. started, what the value area is, the type of activity (initiative
or responsive) taking place, whether the activity is continuing
or changing from the previous day, and whether the market is

Market Profile reveals several trending or bracketing. Combining Market Profile with
factors that provide you with an indicators such as moving averages can help you create a
idea of the trading activity taking successful trading strategy. Next time, I'll show you more

i ays to apply it.
place in the markets. way yi
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The moving average crossover methodology does a géeRinmodities magazine.
job of indicating the trend direction and revealing good
trading points. Combining it with Market Profiteveals RESOURCES AND RELATED READING
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a sell signal. However, with Market Profile, we can observe Applications,”High Performance Futures Trading, Joel

that the sell signal came too early; the profile does not Robbins, ed., Probus Publishing Co.

indicate that the sellers are in control. In fact, it shows the___,____,and Robert Dalton [1998]nd Over Markets:

opposite. Power Trading With Market Generated Information,
Since the close was above the value area, the profile of’robus Publishing Co.

August 24 suggests that prices were likely to rise, whichjgnes, Donald L. [1993]. “Commercial Floor Traders Iden

precisely what happened. Itis necessary to determine whetheYalue,” Technical Analysis of SToCks & COMMODITIES,

the prices will continue moving up. The profile of August 25 Volume 11: January.

al

tify

has a higher value area and a wider range than that of the _, and Christopher J. Young [1993]. “The Overlay

previous day. It also shows no signs of decreased initiativeProfile For Current Market AnalysisTechnical Analysis
activity. These factors indicate that the prices will probably Of STOCKS & COMMODITIES, Volume 11: June.
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Onthe profile of the following day (August 26), you can CO.
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1 Prices did not have much of a range and seemed to/bdiams, Ellen G. [1988]. “Trading With Steidimayer
that of a nontrend day As mentioned previous'y’ a |nterV|eW,TeChn|Ca] AnalySSOfSTOCKS&COMMOD|T|ES,

nontrend day is usually followed by a change in trend. Volume 6: June.

2 Prices did not go above the high of the previous da)f\'/larket Profile is a registered trademark of the Chicago Board of

w

The value area developed within that of the previous dgyade.
4 Moving averages indicate an even sharper downturn.
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