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TRADING TECHNIQUES

Market
Profile Exotics

The Liquidity Data Bank

Ctil

In this followup to last month’s article on Marke
Profile, we go beyond Market Profile to determin
price movements. Here’'s alook at the Liquidity Da

X
Y-
Y

Bank, which helps traders detect price moveme e
early.
Cti4

h . . di FIGURE 1: DIFFERENT TYPES OF TRADERS. The four different types of
enpricesmoveinone IreCtlonraders are the floor trader (Cti1); the commercials (Cti2); members filling

it means that prlces are bem%ders for other members and nonclearing commercial traders (Cti3); and
embers filling orders for the public or for other types of customers (Cti4).
met with acceptance It i

important to realize that trend<

SEP 99 SOYBEANS (GBOT) 8/30/99

. . .. PRICE VOL %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS(*)
do not continue indefinitely andee—s YT 50 T o =
there will be points where pric€iss 15 40 %0 00 00 0 Yo
levels will be met with opposi- 355 & 70 %0 35 oo a2 vou

tion, which will indicate either the start of a trenjse 38 09 52 o0 5 & o
reversal or that thenarket is likely to go through aj482 104 26 510 o0 o0 P o
trading range. Reversals, whether they are oj#e 32 08 %00 o0 5 o N
major trend or between support and resistar#72 22 52 500 o0 o9 00 ypeHIK
levels, are key signals for making buy/sell or sho|46s s 16 561 o0 5 3 R
cover decisions. %o 0 55 we oo 00 a3 Do
The key to detecting the reversal points is throufs¢ %2 13 500 346 5 o P
analyzing the volume traded. Apart from providinj%2 ¢ 01 50 o0 o9 00 o

i i 4644 374 9.2 439 0.0 6.7 49.2 DEF
the Market Proflle, the (_Zhlga}go Board of Traqg%s ¢ 92 B9 00 67 W92 DEF
(CBorT) also provides the Liquidity Data Bankd{k), |29 4% 100 282 00 YT e

i i i j|4634 342 84 52.0 0.0 0.0 A7.7 DEF
which indicates the v_olume_traded at each prijse 32 84 %0 0000 AT DEF
level. Not only does it provide the total volum

o %CTI1 %CTI2 %CTI3  %CTI4
traded at eaCh Ievel’ bUt also dIVIdeS Up the VOlU VOLUME FOR SEP 99 SOYBEANS (CBOT) 4078 485 1.0 0.7 49.8
by types Of traders_ VOLUME FOR ALL SOYBEANS (CBOT) 47906 57.6 15 45 36.4
70% VOLUME SUMMARY
PRICE VOLUME %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS
TRADER TYPES 4700 3132 76.8 50.6 13 0.9 47.3 YDEFGHIJK
4644
There are four different types of traders. They & ... c suumary
indi i i “ PRICE VOLUME %VOL %CTIl %CTI2 %CTI3 %CTl4 BRACKETS
indicated by the lettefSti, which stand for “Customer| .~ FRCE VOLUME %YOL %CTIL — %CTI2 ~ %CTIS %CTL  BRA
HIGH 4700 66 1.6 485 0.0 15 485 YD
LOW 4630 112 2.7 48.2 0.9 0.0 50.0 DEF
CLOSE 4666 66 1.6 56.1 0.0 0.0 42.4 DGHIJK

by Jayanthi Gopalakrishnan

FIGURE 2: LIQUIDITY DATA BANK. The Liquidity Data Bank provides volume data along
with the Market Profile.
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w trade indicator.” The types (Figure

1) are:

Ctil Floor traders

Cti2 Commercial clearing
members

Cti3 Members filling orders
for other members and
nonclearing commercial
traders

Cti4 Members filling orders
forthe public or any other
type of customer.

These four types of traders have
different objectives and different
trading styles. Floor tradeisti1,
make up the largest percentage of
volume traded. Their interestis to
trade a few ticks on large volume,
andthey are the ones who provide
liquidity to the markets and form
the essence of the futures market.

The commercial trader€§ti2,
represent firms such as grain
merchants, livestock producers,
and savings and loan institutions.
These traders buy and sell contracts
for their inventory. Further, they
receive market-related information
prior to any other type of trader,
and monitoring their activity can
provide clues for your own trading.
Later, | will discuss the trading
style of the commercial trader and
how it can help you observe certain
factors in market activity.

The traders represented®§3
and Cti4 are known asesidual
traders and represent about 25%
to 35% of the day’s volume. They
tend to react to trades in a similar
manner and usually in a wider
range than do floor traders and
commercials. In Figure 2, you can
see the breakdown of the volume
among these four types of traders.

LIQuIDITY DATA

BANK (LDB)

The contents of theds are self-
explanatory. You can see the
volume at different price levels
divided by the different types of
traders. Volume information is
combined with Market Profile of

BELLA DOWNS
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the specific market. The different columns are labele
as f0F|)|OWS' SEP 99 SOYBEANS (CBOT)
’ 8/27/99 8/30/99 8/31/99
PRICE VOL %VOL BRACKETS() VOL %VOL BRACKETS  VOL  %VOL _BRACKETS
Price Lists the price for the trading day. |4820 18 09  DEF
: 4814 36 19  DER
Volume Lists volume that occurred at each| i, s 17 DER
rice. 4804 90 47  DEFI
P 4802 20 1.0 DEFHIJ
% Volume Volume expressed as a percentageq s 308 16 DEFGHIJK
. 4794 92 48  DEFGHIK
. of the day s volume. 4792 16 0.8 DEFGHIJK
%Ctil Percentage of volume traded by | 47% 32 203  DEFGHIJK*
e 4784 104 54  DGIK
_ floor participants. 4782 2 18 DGK
%Cti2 Percentage of volume traded by ggg 192 gg g'K
commercial clearing members. 4770 160 83 D
%Ci 4764 20 10 D
06Cti3 Percentag_e_of volume traded by |72 o MG,
membersfilling orders through other| 4754 48 25 D
4750 50 26 D
_ members. 4744 5.6% 4 02 D
%Cti4 Percentage of volume traded by  |4740 38 20 D
- . | 4736 4 0.2 D
members filling orders for the public | 4734 4 02 D
i 4730 28 15 D
or other outside _custome_r. pis open = o
Brackets The Market Profile graphic for the |4720 1685 104 54 D
; 4700 8% 66 *YD 76 39 Y
trading day. 4696 2 YD
Volume 4694 162 YDH
i 4692 2 YDH
Activity Total broken down and the 4690 286 YDHI
i 4686 38 YDHI
perc_e_ntage trao_led by t_he different | 3257 I~ DI
participants (Ctil to Cti4). You can [4682 4 | 01 G 104 YDHI
by 4680 12 | 04 GK Close 118 YDHI
C(_)mpare_data of a specific contracy 7 Y 3 YDHIK
with details of other contracts in the| 4674 116 | 38 GK* 222 YDGHK 10 05 Y
. . 4672 212 YDGHIJK
market. Bear in mind that the 4670 384 125 GK 308 YDGHIJK
i i 4666 66 . DGHIJK#—— Close
arrz_ingement of the information 4664 252 8.2 EGHIJK 412 10.1 DGHIJK
varies from vendor to vendor. 4662 92 30 EGHIUK 114 28 DGIK
4660 402 131 EGHIK 240 59  DFGIK
0,
70% Volume _ |ees6 6 18 EGHJK 52 13 DF
Summary Providesinformation onthe quantity|4654 348 113 EFGHIUK 48 12 DFl
L 4652 54 18 EFGIK 6 0.1 DFI
traded within the volume value areafss0 264 86 EFGIIK 12 03 DF
4646 32 10 EFIJK
O/H/LIC L. 4644 138 45 EFIJK 374 DEF
Summary Isolates activity that took place at |4642 82 27 DEFIJ 64 DEF
the open, high, low, and close. jg;‘g 1;% Sg BEE” 423 BEE
4634 58 19 DEJ 342 DEF
USING THE LDB #0102 33 opn D
4630 102 33 0pen D 112 DEF _
, : . |4626 18 06 \ D 8.2% [ ]= Volume
Ifyouread lastmonth’s article, you shouldrecogniz| so0s & 20 ‘+D value area
i i i 4620 116 3.8 D
the profile seen in Flgure_z 2 as tha_t of a normal da P : > [ ]= TPO
Data vendors such as Cisco provide the percentd 414 YD 21.6% value area
of the day’s volume that occurred at the open. In th) 352 s
example it is 1.6%, which is relatively low. This 8127199 8130199
usually indicates that the market will probably treng  TOTAL TOTAL
VOLUME = 3080 VOLUME = 4078
Volume for September 1999 soybean contrac

JGURE 3: USING THE LIQUIDITY DATA BANK. Monitoring volume activity can provide insight into

shows the breakdown of the quantity traded b hether buyers or sellers are in control of the market and the direction of price movement.

different types of traders. Here, the floor traders

make up 48.5% of the volume, the commercials

1.0%, and the residuals 50.5%. Clearly, the residuals makeupper extreme, indicating that there was no appreciable interest

a substantial percentage of the volume, further confirming thatelling at the higher prices. Prices would have to go higher

the marketis likely to trend. Usually, when the floor traders or tteattract commercial selling. Monitoring commercial activity

commercials dominate the market, it implies that the markeiddmportant and again will be discussed in detail later.

not trending. If the residuals dominate the market, it is likely theThe 70% volume summary shows the price range where

market will trend. much of the trading took place. In this example, the range is
When you look at the commercial activity (%Cti2), you cabetween $464.40 and $470.00, which is relatively wide. This

see that they traded actively at $465.60, which is at the lovireticates that traders will respond quickly to price shifts, a

extreme of the value area. There was very little activity at tbendition indicating a volatile market.
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DISPERSION OF VOLUME CALCULATION . CONTRACT: SEP 99 SOYBEANS (CBOT) 9/2/99
The dispersion of volume is calculated to determine whether PRICE __ VOLUME %VOL  BRACKETS()
the buyer or seller is in control of the market. 2910 2 03 K
4904 6 0.4 IK
; 4900 154 102 IK
Calculation . . o 4394 " 09 K
1 Locate the highest volume price within the value area. 4890 8 05 JK _ _
4884 8 05 IK
2 Add all the percent volume figures above the high- 4880 16 11 GJ
fe® il 4874 2 0.1 GJ =
volume price within the value area. - 29 05 = Volume above
. . ' highest vol
3 Add all the percent volume figures below the high- e 162 o Eron U0 g
volume price within the value area. 4856 10 07 EFGHI  |area
. . . 4854 382 253 DEFGHI = _
4 Divide the percent volume for the high-volume price 1850 212 14.0 DEGHI ks
by two and add half to both sides. 4846 14 09 DEGH highest volume
4844 94 6.2 DEG _l price
i ; 4842 4 03
The results of the example on sidebar Figure 1 are: 4840 16 11
: e — 4834 102 6.7
Highest volume price = $485.40. 53 i 09 5
i i = 0, 4824 84 5.6 D Highest volume price
Volume at this price = 25.3% i g i B
Volume above $485.40 = 17.8% 4816 8 05 D
_ . 4814 26 17 D -~
Volume below $485.40 = 21.1% igég 32 (2)2 B Time Price Opportunity
25.3/2 =12.65
0 SIDEBAR FIGURE 1: DISPERSION OF VOLUME. Here’s the method for
12.65 + 17.8 = 30.45% ) ) calculating the dispersion of volume.
= volume above highest volume price.
12.65 + 21.1 = 33.75% Keep in mind that the dispersion of volume is not useful for
= volume below highest volume price. trend days. —J.G.
TESTS following day, the higher volume traded at the lower end,

It is helpful to compare any given day'’s profile to that of thiadicating that the upward trend would not continue, possibly
previous day. This can give you an idea of which way tlrdicating that a resistance level had been reached.
market is trying to move. Sometimes this will be crystal clear, Another useful test is to compare the volume value area for
but there will also be times when it will be difficult to determintéhe two days. The range for the volume value area on August
which way the movement may take place. | will show yaei7, 1999, was 32 (4674-4642) and the range for August 30,
various tests you can performto determine the general directl®99, was 56 (4700-4644). The higher range on August 30
of the price move. Some results may give conflicting signaisplied that prices would continue to move higher.
but by tabulating these results, you can usually determinéAs indicated in last’s month article, the value area may be
whether upward or downward price movement is dominantalculated in two ways: volume and time-price opportunity
Figure 3hows the data for September 1999 soybean contrg@tso) count. The two methods may provide slightly different
for three trading days. Starting with the trade facilitation tesgsults. Comparing the volume value area and tevalue
you can see that the open on August 30, 1999 ($470.00), &= can reveal further clues to the market direction. If the
higher than the close of August 27, 1999, indicating that thelume value area is higher than theclvalue area, even
market is headed higher. slightly, itis an indication that prices will move higher. On both
Itis also helpful to analyze the total volume traded on the&agust 27 and August 30, 1999, this condition was evident.
two days. On August 27, 1999, the total volume was 308his was another indication that the market would continue to
whereas on August 30, 1999, it was 4078, significantly higherove up.

This was an indication that the upward price movement wouldin order to test the trend of the market, an analysis known as
continue. the average high volume can be used. For this calculation, you
Volume activities at the extremes provide clues to anticipdtave to identify the five highest percentage of total volume
market direction. I'll use the data from both August 27, 1998gures, add them together, and calculate the average. The
and August 30, 1999, to calculate this. Using four ticks, therger the average volume figure, the lower the probability that
percentage volume for the top four prices of the day’s rangeadimend is continuing. In the example in Figure 3, we see that for
August 27, 1999, was 16.8% (0.1 + 0.4 + 3.8 + 12.5) and 8.20gust 27, 1999, the result was 10.74 ((13.1+12.5+11.3+8.6

(0.1 +0.1+ 7.7 +0.3) for the bottom. For August 30, 1999, theB.2)/5). At this point, this value does not reveal anything
results were 5.6% (1.6 + 0.0 + 4.0 + 0.0) for the top and 21.68%nificant because you do not know the value from the
(2.7 + 8.4 + 0.5 + 10.0) for the bottom. previous day. On August 30, 1999, the result was 9.06 ((10.1

The higher activity on the upper extreme on August 2¥,10.0 + 9.2 + 8.4 + 7.6)/5), lower than that of the previous day,
1999, implied that the buying trend would continue. On tliedicating that the possibility of a trend was higher.
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Another commonly used method is the dispersion of volume;
the calculation of which is explained in the sidebar “Dispersion TEST RESULTS
of volume calculation.” I will use the value area determined hy Up Down
the TPOcount as opposed to the one arrived at by volume. Thig M [ ] Trade facilitation direction
narrows the range slightly but centers it. The dispersion |of M
volume on August 30, 1999, resulted in 45.35% above the h

[ ] Volume
_ _ ethehigh )
of the volume price and 15.05% below; clearly, there is a stronzlc[J M n
ore
[ ]
[ ]

Percentage of trade in the extremes

imbalance between the two. This shows that traders are m Range of volume value area yesterday and today

inclined to sell and hold above $466.40 rather than buy and hglé. v Volume value area vs. TPO value area
However, the profile shows that the market is balanced, sincgft Volume in top half of range vs. volume in bottom half
closed in the middle of the range, and hence, using this method, [?] [?]  Dispersion of volume
it is difficult to see where the market will open the next day.

A summaly of these test resuls for August 30, 1909, JUFE & TES BESULTS e et o e o b fo o e o
displayed in Figure 4. Most of the test results indicate that thg{,%nuing o move up on August 31, 1999, is indicated.
was a high probability of prices continuing to move up. The
data for August 31, 1999, shows what actually happened the
following day. The September 1999 soybean contracts cleatjvantage of some profitable trading opportunities.
showed evidence of prices continuing to move upward. Lps is updated on an hourly basis and includes volume

By now, you should have an idea of what to look for in thieformation and Market Profile. This gives you the opportunity

LpB to help you gain knowledge of the direction of pricd track volume changes during the trading day. You can
movement. It is best to keep a running record of all these tadentify which type of trader is the more active, which prices
and think about the implications; avoid just adding up the uae being accepted or rejected, and where the value area might
and downs and blindly making an analysis. Your objective ishe. Comparing trading activity among the different types of
get an intuitive feel for the market from the data available t@ders on an hourly basis can provide clues to changing
you through the bB. Having a running record should help yogonditions in the market.
achieve this.

INTERPRETING COMMERCIAL ACTIVITY

Since the commercials are the first to respond to price changes,
THE IMPORTANCE an increase in their activity can indicate the start of an upward
OF COMMERCIALS or downward price movement. Figure 6 shows a running
The commercial is the type of trademprofile of commercial activity for six days. The %Cti2 column
whose activity provides clues to thereveals certain factors about price movement. Since the
movement of price. Monitoring their commercials move the prices, itis important for off-floor traders
activity through IbB can help you to monitor their activity. Determining the amount of commercial
detect shifts in price directions,activity that took place within the volume value area and outside
triggering profitable trading signals. Since commercials
have to conduct business frequently and they have access
to r_e_levant information befqre other trade_rs, unexpecte W
activity from them may provide clues to price movements ¢, rca trader
(Figure 5). Although they can “hide” their operations —|
that is, not have their trades show up on the %Cti2 column Sell, sell
— monitoring their activity can still provide significant selll

information.

Commercials
are selling! Time to
exit my positions

A

Usually, commercials trade actively at the extremes by
entering responsively — selling when prices are above
value and buying when they are below it. This type of
action gives you an idea of where the support and resistarice
levels are. There will be occasions when the commercials
may act differently, selling when prices are below valu¢
and buying when they are above; this indicates they afe
entering the market initiatively — that is, the commercial$
are taking the initiative in this activity. When this happens,
you know that there has been a shift in the commercial

trader’s perception of value. This change can prOVidFIGURE5 THE COMMERCIAL TRADER. C. i rad o most oofal
. : . Commercial traders are the most responsive of a
momentum for the prices to move away from the Valuﬁaders, entering and exiting the market earlier than the other types of traders. They are the

area. By detecting this situation in play, you can takest to receive market-related information.
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CONTRACT: SEP 99 T-BOND (CBOT) DAY

CONTRACT: SEP 99 T-BOND (CBOT) DAY

8/24/99 8/25/99 8/26/99 8/27/99 8/30/99 8/31/99
PRICE %CTI2 %CTI2 %CTI2 PRICE %CTI2 %CTI2 %CTI2
11625 59 XK 11625
116-24 51 KL 00 B 116-24
11623 75 1KL 51 AB 11623
116-22 58 1IKL 63  $ABL . 11622
116-21 83 IJKL 52  $ABL 4.5% 116-21
11620 54 1KL 43 $ABLM 11620
11619 85 HILM 64  $BKLM 11619
11618 64  GHILM 52 $BEFLM 116-18
11617 22 GHI 56  $BDEFKL 11617
116-16 46  GHI 65 Z4BDEFKL 116-16
116-15 56  GHI 41  Z4BCDEFJKL 116-15
116-14 35 DGH 36  Z$BCDEFHIIK 116-14
11613 20 DG 70  Z$CDEFGHIJK 53% 1613 00 $ ]3 5o
11612 114 DEFG 49 CDEFGHU 1612 71 $C D%

11611 69 DEFG 6.7 CDEFGHJ 1611 64 $BCD

116-10 65 DEF 92 EG 5.4% 11610 46 Z$ABCD

116-09 37 DEF 03 G 11609 99 Z$ABCD

11608 34 DEF 11608 75 Z$ABCD

11607 35 D 11607 76 Z$ABCD

116-06 21 BD 11606 80 Z$ABCD

11605 34 BD 11605 7.0 ZABCDE

116-04 37 BD 11604 53 BCDE

11603 21 BCD 11603 155 CDE

11602 60 BCD 11602 34 DEXK

11601 39 BC 11601 47 DEFIK

116-00 52  $BC 5.5% 11600 7.0 FHIK

11531 24 $BC 11531 25 FGHIK 76%

11530 47  $ABC 11530 181 FGHIKL

115-29 66 $AB 11529 92 FGHIKL _

11528 47  $AB 11528 45 FGIKL

11527 79 $A 11527 50 FGL

11526 21 $A 11526 82 FGL

11525 34 S$A 1525 45 GL 6.03%

11524 33 $A 8 1524 47 L

11523 215% 100 $ : 1523 01 L 37 B

1522 01 J :I 09 7§ 1522 60 LM 00 B

1521 41 JK 32 7§ 1521 124 LM 03 BC

11520 54 JKL 47 2% 1520 67 LM 04 BC

1519 40 JKL 38 7% 1519 82 LM | 00 ABC

11518 50 JKL 26 $ 11518 44  Z$ABC

11517 68 JKLM 67 $ 11517 30 Z$ABCDE

11516 67 JKLM 49 § 11516 17  ZSCDEF

1515 28 JKL 11515 29  Z$CDEF

1514 33 JKL 11514 30 ZCDF

1513 74 KL 11513 00 F

1512 30 KL 11512 49 F

U511 53 KL 1511 00 F

1510 78 IKL . 115-10 00 FG

1509 10 IKL 6% 115-09 11 FG .

11508 69 HIKL 11508 08 FG 2.1%

11507 10.8 HIKL 11507 21 FGH

11506 68 DFHIK 11506 51 H

11505 104 DEFHIK _ 11505 00 H =

11504 91 DEFGH 115-04 55 HI :

11503 82 CDEFGH 11503 63 HI _

11502 67 CDEFGH 11502 14 HY 00 B

11501 22.6 Z$CFGH 11501 44 HIK 00 BC

1500 41 Z8C i 115-00 02 HIK 00 BC

11431 103 Z$ABC | 11431 00 1K 0.6 $ABCD

11430 64 $AB 114-30 00 XK 08 $ABCD

11429 70 $AB 114-29 00 K 0.7 $ABCD

11428 17 $A 114-28 00 K 12 Z8ACD | 300

1427 10 A | 11427 24 K 11 7$CD :
114-26 00 K 00 Z$CD
114-25 00 KL 00 Z3D
114-24 00 KL 00 73D
11423 00 L 00 ZDE
11422 143 LM 00 ZDE
11421 00 LM 10 DE
114-20 63 LM 313 DE
114-19 00 LM 130 DEF
11418 80 L 07 DEF
11417 00 L 131 EF
114-16 00 L J 00 EF
114-15 00 F
114-14 00 F
11413 00 FLM
114-12 00 FLM
14-11 04 FLM 1.7%
114-10 00 FGHIKLM
114-09 17  FGHIJKL
114-08 0.6  FGHIJKL
11407 02  FGHIKL
114-06 00 FGHIK
11405 01 FGHI
114-04 00 FGHJ
11403 00 FG
11402 00 G
114-00 00 G

FIGURE 6: DATA SHOWING COMMERCIAL ACTIVITY. Monitoring commercial activity through the Liquidity Data Bank can give you a headstart in your trading.
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it can help you do this. (See sidebar “Calculation e#

value outside value area” for calculation.)

CALCULATION OF VALUE OUTSIDE VALUE AREA

Alltraders like to take advantage of trend reversals

by getting in early and riding profits. These reversal
points are difficult to pinpoint; what may seem lik

one may end up being a short-term price movemepnt.

Tracking commercial activity will give you insight
into determining whether atrend is likely to continue.
Prior to interpreting commercial activity, you

1
2

Identify the volume value area.

Sum the percentage of commercial trading activity above the
value area.

Divide by number of prices.

Sum the percentage of commercial trading activity below the
value area.

Divide by number of prices.

3
4

5

should know the average percentage of volume

generated by the commercials for a specific market

If the results are higher than the percentage of commercial activity

This can be determined by taking an average for thaithin the value area, it means that the commercials were trading

last 10 days. Starting with the first profile in Figur
6, commercial activity is 6.4%, with 6.0% taking

place within the value area. The average commercial

activity calculated from the last 10 days i

responsively. If, on the other hand, the results are lower, then the
commercials are not significant. —J.G.

CONTRACT: DEC 99 10 YR NOTE (CBOT) DAY TRADING DATE: 09 03 99

approximately 6%, which means that trading from|PRICE VOLUME %VOL %CTIlL  %CTI2  %CTI3  %CTI4  BRACKETS(*)
the commercials is about average. Average activity 110040 6 00 500 00 500 00 S
110030 764 0.5 67.8 3.8 0.9 271 $
above and below the value area equal 2.15% an| 110025 12 0.0 1000 0.0 0.0 00 $
0 i 110020 4918 31 502 122 57 319 $
7.71%, resp_ectlve_ly. o 110015 1580 10 430 10.1 13 456 $ 50.6%
Commercial activity below the value areais higher| 110010 4858 31 534 76 6.6 324 i
el : : 110005 60 0.0 50.0 0.0 0.0 50.0
than_ within, Whl(_:h means thatthe com_meruals WErE tio000 6278 10 133 169 32 365
trading responsively. This, together with the profile, [ 109315 928 06 502 00 108 388 3
. . . . . 109310 4722 3.0 50.8 9.4 3.8 35.9 $ABFG
indicates aggressive buying during the early part pl109305 7642 48 605 71 34 289  $ABFG
i i inclinati 109300 22094 140 533 9.8 60 309  $ABDEFGI
th_e tradlng_ day with no inclination to sell when | /“c 790 110 =40 9 o S cheon
rices go higher. 109290 27404 17.4 56.2 10.7 43 288 $ABCDEFGHI
p go hig 5
: . 109285 23016 14.6 55.5 9.8 4.8 30.0 ABCDEHI
On the following day, August 25, 195_99, PrICES | 109280 9882 63 532 75 85 308  $ABCDEHI _
showed upwrd movement. The commercial activity | 109275 5602 36 625 186 3.0 159 $ABCDI
0 - 109270 3506 22 563 15.4 47 236  $ABC
represents 5.5% of the volume within the value area 109265 1010 06 850 55 1.9 73 $C
i i i i iq 109260 2078 13 473 14.1 0.0 38.6 $C
whichis sll_ghtlyless_ Fhan_that ofthe previous day. T_ & o o e i e o
does not give a positive signal for continuation of prige| 109230 14 00 143 0.0 00 786 2%
movement. The_ %Cti2 above the val_ue area is zero an }33558 263 82 fﬁg 38 88 ggg %ﬁ
4.49% below it. These are not significant resulis 188?88 9%‘ 88 3}13 (2)(1) 232 gg§ %:
because both are lower than the percentage of volup| 100160 14 00 500 0.0 00 500 2% 12.07%
ithi it iffi 109150 32 0.0 50.0 46.9 0.0 0.0 z$
traded _W|th|n the va_llue area. When it is difficult tg | o3 45 on o o0 o W
determine market direction through the two methoglg 109120 30 00 500 0.0 00 500 z
mentioned, compare commercial activity at th }33}};; égg 8}1 f’éi %3 88 ;3? %
extremes. In the present example, the commercial| 109100 4086 26 417 16.6 1.4 43 Z
. . 109095 5008 32 510 10.1 69 320 z
were more active at the upper extreme, leading me t| 100090 2224 14 478 1.2 7.6 334 2z
believe that they were selling toward the close. lalid e SO & U -
You should also look at other factors that were %CTIL  %CTI2 %CTI3 %CTI4
mentioned previously, such as trade facilitation,|yo,uve For bec 99 10 YR NOTE (CBOT) DAY 157698 539 105 52 304
volume, range of volume, value area and the VOLUMEFORALL 10 YR NOTE (CBOT) DAY ~ 162648 538 102 5.1 30.9

relationship between volume value area, and T| SIDEBAR FIGURE 2: VOLUME ANALYSIS ABOVE AND BELOW VALUE AREA. Comparing

value area. These will help in getting additional
confirmation signals when you are not sure what

d

commercial volume activity above and below the value area provides additional confirmation
o the direction of price movement.

expect for the following trading day.
You can see the profile of a nontrend day on

August 26, 1999. The value area range is less than that ofdkemple of commercials entering the market initiatively.

previous day, and commercials represent only 5

All three of these tests indicate negative signals.

Copyright

.3% of theéA look at the profile shows that prices moved lower and
activity within the value area. Average commercial tradingosed at the lower extreme. Average commercial activity
below the value area is 5.4%, which is higher than that withabove the value areais 3.55% and 6.03% below. Both are below
that within the value area, so this does not suggest anything
The value area of August 27, 1999, was lower than thatsifnificant. The lower value area with increased commercial
August 26, 1999, and showed higher commercial activitgctivity together with a profile that shows increasing activity
indicating selling activity from the commercials. This is atoward the close suggests that commercials were selling

(c) Technical Analysis Inc.
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aggressively on August 27, 1999. -
The fall of the value area on August 30, 1999, should b Trader Activity For Dec. 99 T-bonds

strong indication that this market is headed lower. T I

percentage of commercial activity within the value areal

much lower than that of the previous day. Further, the volu

value areais atthe upper extreme, indicating aggressive se i ! - I

Most of the commercials appear to have already sold off tf B

positions, perhaps because their interest has been reduced J- * L

profile shows a strong downtrend during the F period. T I '
The data from August 31, 1999, were added to show that pr l

did indeed head lower. Commercial activity reduced significan E F L

providing noindication of a reverse in price movement.

IN PERSPECTIVE i
Activity among floor traders does not make a significg 15000
contribution to price movement. Trading activity of the residu
produces a much wider price range than any of the othertraq 10,000

Focusing on the trading activity of the commercials and resid
will reveal clues that may help you get a headstart on'y| 5000l
trading. /\
Figure 7 is a price graph of December 1999 Treasury bo W ~ \ 7( S
together with a chart showing net volume activity of the fg J\/ V\J —

NET VOLUME
o

different types of traders. In most cases, when the commer

. . . . . -5,000
are actively buying, the residuals are selling. Commercials

the first to enter the market. From late September 1999 —Ctil
bonds show a sharp decline in price. You can see from 10,000 - _8{:3
volume activity chart that from September 28 to September| — Cti4

i i i -15,000
Started buying more curing (1 period. On October 1 1006] 8770 PSS s
public had reached their buying extreme, whereas v
commercials were at their maximum selling point. FIGURE 7: COMPARING NET VOLUME ACTIVITY AMONG DIFFERENT TYPES OF

Bond prices continued their down-ward trend until OctobERADERS. Net volume activity among the commercials and the public are generally
25, 1999, at which time they appeared to hit a bottom Apgtively correlated. Note how the commercials enter the market first.
started rallying after that. Commercials did not show any
buying enthusiasm; only the public increased their buyithgit are the first to enter and exit the markets. The public is the
activity after October 28. The information appears to indictdst. Where woulgourather be?
that this rally is not the beginning of a trend reversal. Activity
in the bond market shows a pause in this rally on the dagganthi Gopalakrishnan is a Staff Writer ford8ks &
following October 29, 1999. COMMODITIES
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