
Stocks & Commodities V. 18:1 (20-33): Market Profile Exotics by Jayanthi Gopalakrishnan

  Copyright (c) Technical Analysis Inc.

TRADING TECHNIQUES

by Jayanthi Gopalakrishnan

Market
Profile Exotics

The Liquidity Data Bank

In this followup to last month’s article on Market
Profile, we go beyond Market Profile to determine
price movements. Here’s a look at the Liquidity Data
Bank, which helps traders detect price movements
early.

Cti1 Cti2

Cti3

Cti4

hen prices move in one direction,
it means that prices are being
met with acceptance. It is
important to realize that trends
do not continue indefinitely and
there will be points where price
levels will be met with opposi-

tion, which will indicate either the start of a trend
reversal or that the market is likely to go through a
trading range. Reversals, whether they are of a
major trend or between support and resistance
levels, are key signals for making buy/sell or short/
cover decisions.

The key to detecting the reversal points is through
analyzing the volume traded. Apart from providing
the Market Profile, the Chicago Board of Trade
(CBOT) also provides the Liquidity Data Bank (LDB),
which indicates the volume traded at each price
level. Not only does it provide the total volume
traded at each level, but also divides up the volume
by types of traders.

TRADER TYPES

There are four different types of traders. They are
indicated by the letters Cti, which stand for “Customer

SEP 99 SOYBEANS (CBOT) 8/30/99
PRICE VOL %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS(*)

470.0 66 1.6 48.5 0.0 1.5 48.5 YD
469.6 2 0.0 50.0 0.0 0.0 50.0 YD
469.4 162 4.0 50.0 0.0 0.0 50.0 YDH
469.2 2 0.0 50.0 0.0 0.0 50.0 YDH
469.0 286 7.0 50.0 3.5 0.0 46.2 YDHI
468.6 38 0.9 34.2 0.0 0.0 63.2 YDHI
468.4 256 6.3 55.5 3.5 0.0 40.2 YDHI
468.2 104 2.6 51.0 0.0 0.0 48.1 YDHI
468.0 118 2.9 61.0 0.0 0.0 37.3 YDHI
467.6 32 0.8 50.0 0.0 0.0 50.0 YDHIK
467.4 222 5.4 45.5 0.0 0.0 54.1 YDGHIJK
467.2 212 5.2 50.0 0.0 0.0 50.0 YDGHIJK
467.0 308 7.6 50.0 0.0 0.0 50.0 YDGHIJK
466.6 66 1.6 56.1 0.0 0.0 42.4 DGHIJK
466.4 412 10.1 51.5 0.0 0.0 48.3 DGHIJK
466.2 114 2.8 52.6 0.0 0.0 46.5 DGIJK
466.0 240 5.9 52.5 0.0 0.0 47.1 DFGIJK
465.6 52 1.3 50.0 34.6 0.0 13.5 DFIJ
465.4 48 1.2 50.0 2.1 0.0 45.8 DFI
465.2 6 0.1 50.0 0.0 0.0 50.0 DFI
465.0 12 0.3 91.7 0.0 0.0 0.0 DF
464.4 374 9.2 43.9 0.0 6.7 49.2 DEF
464.2 64 1.6 51.6 0.0 0.0 46.9 DEF
464.0 408 10.0 28.2 0.0 0.0 71.6 DEF
463.6 20 0.5 50.0 0.0 0.0 50.0 DEF
463.4 342 8.4 52.0 0.0 0.0 47.7 DEF
463.0 112 2.7 48.2 0.9 0.0 50.0 DEF

%CTI1 %CTI2 %CTI3 %CTI4

VOLUME FOR SEP 99 SOYBEANS (CBOT) 4078 48.5 1.0 0.7 49.8
VOLUME FOR ALL SOYBEANS (CBOT) 47906 57.6 1.5 4.5 36.4

70% VOLUME SUMMARY
PRICE VOLUME %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS
4700 3132 76.8 50.6 1.3 0.9 47.3 YDEFGHIJK
4644

O/H/L/C SUMMARY
PRICE VOLUME %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS

OPEN 4700 66 1.6 48.5 0.0 1.5 48.5 YD
HIGH 4700 66 1.6 48.5 0.0 1.5 48.5 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

FIGURE 1: DIFFERENT TYPES OF TRADERS. The four different types of
traders are the floor trader (Cti1); the commercials (Cti2); members filling
orders for other members and nonclearing commercial traders (Cti3); and
members filling orders for the public or for other types of customers (Cti4).

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

Cti1 Floor traders
Cti2 Commercial clearing

members
Cti3 Members filling orders

for other members and
nonclearing commercial
traders

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

These four types of traders have
different objectives and different
trading styles. Floor traders, Cti1,
make up the largest percentage of
volume traded. Their interest is to
trade a few ticks on large volume,
and they are the ones who provide
liquidity to the markets and form
the essence of the futures market.

The commercial traders, Cti2,
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, I will discuss the trading
style of the commercial trader and
how it can help you observe certain
factors in market activity.

The traders represented by Cti3
and Cti4 are known as residual
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 the LDB 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
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the specific market. The different columns are labeled
as follows:

Price Lists the price for the trading day.
Volume Lists volume that occurred at each

price.
% Volume Volume expressed as a percentage

of the day’s volume.
%Cti1 Percentage of volume traded by

floor participants.
%Cti2 Percentage of volume traded by

commercial clearing members.
%Cti3 Percentage of volume traded by

members filling orders through other
members.

%Cti4 Percentage of volume traded by
members filling orders for the public
or other outside customer.

Brackets The Market Profile graphic for the
trading day.

Volume
Activity Total broken down and the

percentage traded by the different
participants (Cti1 to Cti4). You can
compare data of a specific contract
with details of other contracts in the
market. Bear in mind that the
arrangement of the information
varies from vendor to vendor.

70% Volume
Summary Provides information on the quantity

traded within the volume value area.
O/H/L/C
Summary Isolates activity that took place at

the open, high, low, and close.

USING THE LDB
If you read last month’s article, you should recognize
the profile seen in Figure 2 as that of a normal day.
Data vendors such as Cisco provide the percentage
of the day’s volume that occurred at the open. In this
example it is 1.6%, which is relatively low. This
usually indicates that the market will probably trend.

Volume for September 1999 soybean contracts
shows the breakdown of the quantity traded by
different types of traders. Here, the floor traders
make up 48.5% of the volume, the commercials

*

*

*
= Volume

value area

= TPO
value area

16.8%

5.6%

8.2%

21.6%

8/27/99
TOTAL
VOLUME = 3080

8/30/99
TOTAL
VOLUME = 4078

SEP 99 SOYBEANS (CBOT)
8/27/99 8/30/99 8/31/99

PRICE VOL %VOL BRACKETS(*) VOL %VOL BRACKETS VOL %VOL BRACKETS

4820 18 0.9 DEF
4814 36 1.9 DEFJ
4810 32 1.7 DEFJ
4804 90 4.7 DEFIJ
4802 20 1.0 DEFHIJ
4800 308 16 DEFGHIJK
4794 92 4.8 DEFGHIJK
4792 16 0.8 DEFGHIJK
4790 392 20.3 DEFGHIJK*
4784 104 5.4 DGIK
4782 34 1.8 DGIK
4780 190 9.8 DIK
4774 6 0.3 D
4770 160 8.3 D
4764 20 1.0 D
4760 30 1.6 D
4754 48 2.5 D
4750 50 2.6 D
4744 4 0.2 D
4740 38 2.0 D
4736 4 0.2 D
4734 4 0.2 D
4730 28 1.5 D
4724 16 0.8 D
4720 104 5.4 D
4700 66 1.6 YD 76 3.9 Y
4696 2 0.0 YD
4694 162 4.0 YDH
4692 2 0.0 YDH
4690 286 7.0 YDHI
4686 38 0.9 YDHI
4684 256 6.3 YDHI
4682 4 0.1 G 104 2.6 YDHI
4680 12 0.4 GK 118 2.9 YDHI
4676 32 0.8 YDHIK
4674 116 3.8 GK* 222 5.4 YDGHIJK 10 0.5 Y
4672 212 5.2 YDGHIJK
4670 384 12.5 GK 308 7.6 YDGHIJK
4666 66 1.6 DGHIJK*
4664 252 8.2 EGHIJK 412 10.1 DGHIJK
4662 92 3.0 EGHIJK 114 2.8 DGIJK
4660 402 13.1 EGHIJK 240 5.9 DFGIJK
4656 56 1.8 EGHIJK 52 1.3 DFIJ
4654 348 11.3 EFGHIJK 48 1.2 DFI
4652 54 1.8 EFGIJK 6 0.1 DFI
4650 264 8.6 EFGIJK 12 0.3 DF
4646 32 1.0 EFIJK
4644 138 4.5 EFIJK 374 9.2 DEF
4642 82 2.7 DEFIJ 64 1.6 DEF
4640 172 5.6 DEFIJ 408 10.0 DEF
4636 26 0.8 DEJ 20 0.5 DEF
4634 58 1.9 DEJ 342 8.4 DEF
4632 40 1.3 D
4630 102 3.3 D 112 2.7 DEF
4626 18 0.6 D
4624 62 2.0 D
4620 116 3.8 D
4616 8 0.3 D
4614 238 7.7 YD
4612 2 0.1 Y
4602 2 0.1 Y

Close

Open

Open

Close

FIGURE 3: USING THE LIQUIDITY DATA BANK. Monitoring volume activity can provide insight into
whether buyers or sellers are in control of the market and the direction of price movement.

1.0%, and the residuals 50.5%. Clearly, the residuals make up
a substantial percentage of the volume, further confirming that
the market is likely to trend. Usually, when the floor traders or the
commercials dominate the market, it implies that the market is
not trending. If the residuals dominate the market, it is likely the
market will trend.

When you look at the commercial activity (%Cti2), you can
see that they traded actively at $465.60, which is at the lower
extreme of the value area. There was very little activity at the

upper extreme, indicating that there was no appreciable interest
in selling at the higher prices. Prices would have to go higher
to attract commercial selling. Monitoring commercial activity
is important and again will be discussed in detail later.

The 70% volume summary shows the price range where
much of the trading took place. In this example, the range is
between $464.40 and $470.00, which is relatively wide. This
indicates that traders will respond quickly to price shifts, a
condition indicating a volatile market.
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TESTS
It is helpful to compare any given day’s profile to that of the
previous day. This can give you an idea of which way the
market is trying to move. Sometimes this will be crystal clear,
but there will also be times when it will be difficult to determine
which way the movement may take place. I will show you
various tests you can perform to determine the general direction
of the price move. Some results may give conflicting signals,
but by tabulating these results, you can usually determine
whether upward or downward price movement is dominant.

Figure 3 shows the data for September 1999 soybean contracts
for three trading days. Starting with the trade facilitation test,
you can see that the open on August 30, 1999 ($470.00), was
higher than the close of August 27, 1999, indicating that the
market is headed higher.

It is also helpful to analyze the total volume traded on these
two days. On August 27, 1999, the total volume was 3080,
whereas on August 30, 1999, it was 4078, significantly higher.
This was an indication that the upward price movement would
continue.

Volume activities at the extremes provide clues to anticipate
market direction. I’ll use the data from both August 27, 1999,
and August 30, 1999, to calculate this. Using four ticks, the
percentage volume for the top four prices of the day’s range on
August 27, 1999, was 16.8% (0.1 + 0.4 + 3.8 + 12.5) and 8.2%
(0.1 + 0.1 + 7.7 + 0.3) for the bottom. For August 30, 1999, the
results were 5.6% (1.6 + 0.0 + 4.0 + 0.0) for the top and 21.6%
(2.7 + 8.4 + 0.5 + 10.0) for the bottom.

The higher activity on the upper extreme on August 27,
1999, implied that the buying trend would continue. On the

DISPERSION OF VOLUME CALCULATION
The dispersion of volume is calculated to determine whether
the buyer or seller is in control of the market.

Calculation
1 Locate the highest volume price within the value area.

2 Add all the percent volume figures above the high-
volume price within the value area.

3 Add all the percent volume figures below the high-
volume price within the value area.

4 Divide the percent volume for the high-volume price
by two and add half to both sides.

The results of the example on sidebar Figure 1 are:
Highest volume price = $485.40.

Volume at this price = 25.3%

Volume above $485.40 = 17.8%

Volume below $485.40 = 21.1%

25.3/2 = 12.65

12.65 + 17.8 = 30.45%
= volume above highest volume price.

12.65 + 21.1 = 33.75%
= volume below highest volume price.

SIDEBAR FIGURE 1: DISPERSION OF VOLUME. Here’s the method for
calculating the dispersion of volume.

CONTRACT: SEP 99 SOYBEANS (CBOT) 9/2/99
PRICE VOLUME %VOL BRACKETS(*)

4910 4 0.3 K
4904 6 0.4 JK
4900 154 10.2 JK
4894 14 0.9 JK
4890 8 0.5 JK
4884 8 0.5 JK
4880 16 1.1 GJ
4874 2 0.1 GJ
4870 22 1.5 EGIJ
4864 162 10.7 EFGHIJ
4860 48 3.2 EFGHI
4856 10 0.7 EFGHI
4854 382 25.3 DEFGHI
4850 212 14.0 DEGHI
4846 14 0.9 DEGH
4844 94 6.2 DEG
4842 4 0.3 D
4840 16 1.1 YD
4834 102 6.7 D
4830 14 0.9 D
4824 84 5.6 D
4820 60 4.0 D
4816 8 0.5 D
4814 26 1.7 D
4810 36 2.4 D
4804 6 0.4 D

TPO
value
area

30.45%=
Volume above
highest volume
price

33.75%=
Volume below
highest volume
price

TPO=
Time Price Opportunity

Highest volume price

Keep in mind that the dispersion of volume is not useful for
trend days. —J.G.

following day, the higher volume traded at the lower end,
indicating that the upward trend would not continue, possibly
indicating that a resistance level had been reached.

Another useful test is to compare the volume value area for
the two days. The range for the volume value area on August
27, 1999, was 32 (4674-4642) and the range for August 30,
1999, was 56 (4700-4644). The higher range on August 30
implied that prices would continue to move higher.

As indicated in last’s month article, the value area may be
calculated in two ways: volume and time-price opportunity
(TPO) count. The two methods may provide slightly different
results. Comparing the volume value area and the TPO value
area can reveal further clues to the market direction. If the
volume value area is higher than the TPO value area, even
slightly, it is an indication that prices will move higher. On both
August 27 and August 30, 1999, this condition was evident.
This was another indication that the market would continue to
move up.

In order to test the trend of the market, an analysis known as
the average high volume can be used. For this calculation, you
have to identify the five highest percentage of total volume
figures, add them together, and calculate the average. The
larger the average volume figure, the lower the probability that
a trend is continuing. In the example in Figure 3, we see that for
August 27, 1999, the result was 10.74 ((13.1 + 12.5 + 11.3 + 8.6
+ 8.2)/5). At this point, this value does not reveal anything
significant because you do not know the value from the
previous day. On August 30, 1999, the result was 9.06 ((10.1
+ 10.0 + 9.2 + 8.4 + 7.6)/5), lower than that of the previous day,
indicating that the possibility of a trend was higher.
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Up Down

1. Trade facilitation direction

2. Volume

3. Percentage of trade in the extremes

4. Range of volume value area yesterday and today

5. Volume value area vs. TPO value area

6. Volume in top half of range vs. volume in bottom half

7. Dispersion of volume

TEST RESULTS

FIGURE 4: TEST RESULTS. The results of the test conducted from the data of
August 30, 1999, in Figure 3 are displayed. A high probability of the market
continuing to move up on August 31, 1999, is indicated.

advantage of some profitable trading opportunities.
LDB is updated on an hourly basis and includes volume

information and Market Profile. This gives you the opportunity
to track volume changes during the trading day. You can
identify which type of trader is the more active, which prices
are being accepted or rejected, and where the value area might
be. Comparing trading activity among the different types of
traders on an hourly basis can provide clues to changing
conditions in the market.

INTERPRETING  COMMERCIAL  ACTIVITY
Since the commercials are the first to respond to price changes,
an increase in their activity can indicate the start of an upward
or downward price movement. Figure 6 shows a running
profile of commercial activity for six days. The %Cti2 column
reveals certain factors about price movement. Since the
commercials move the prices, it is important for off-floor traders
to monitor their activity. Determining the amount of commercial
activity that took place within the volume value area and outside

Another commonly used method is the dispersion of volume,
the calculation of which is explained in the sidebar “Dispersion
of volume calculation.” I will use the value area determined by
the TPO count as opposed to the one arrived at by volume. This
narrows the range slightly but centers it. The dispersion of
volume on August 30, 1999, resulted in 45.35% above the high
of the volume price and 15.05% below; clearly, there is a strong
imbalance between the two. This shows that traders are more
inclined to sell and hold above $466.40 rather than buy and hold.
However, the profile shows that the market is balanced, since it
closed in the middle of the range, and hence, using this method,
it is difficult to see where the market will open the next day.

A summary of these test results for August 30, 1999, is
displayed in Figure 4. Most of the test results indicate that there
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 clearly
showed evidence of prices continuing to move upward.

By now, you should have an idea of what to look for in the
LDB to help you gain knowledge of the direction of price
movement. It is best to keep a running record of all these tests
and think about the implications; avoid just adding up the ups
and downs and blindly making an analysis. Your objective is to
get an intuitive feel for the market from the data available to
you through the LDB. Having a running record should help you
achieve this.

Information
source

Online
trader

Commercial

FIGURE 5: THE COMMERCIAL TRADER. Commercial traders are the most responsive of all
traders, entering and exiting the market earlier than the other types of traders. They are the
first to receive market-related information.

THE IMPORTANCE
OF COMMERCIALS
The commercial is the type of trader
whose activity provides clues to the
movement of price. Monitoring their
activity through LDB can help you
detect shifts in price directions,

triggering profitable trading signals. Since commercials
have to conduct business frequently and they have access
to relevant information before other traders, unexpected
activity from them may provide clues to price movements
(Figure 5). Although they can “hide” their operations —
that is, not have their trades show up on the %Cti2 column
— monitoring their activity can still provide significant
information.

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 resistance
levels are. There will be occasions when the commercials
may act differently, selling when prices are below value
and buying when they are above; this indicates they are
entering the market initiatively — that is, the commercials
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 provide
momentum for the prices to move away from the value
area. By detecting this situation in play, you can take
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6%

5.3%

7.6%

4.5%

5.4%

2.15%

7.1%

3.5%

6.03%

2.34%

2.1%

0.38%

1.7%

5.5%

CONTRACT: SEP 99 T-BOND (CBOT) DAY
8/24/99 8/25/99 8/26/99

PRICE %CTI2 %CTI2 %CTI2

116-25 5.9 JK
116-24 5.1 JKL 0.0 B
116-23 7.5 IJKL 5.1 AB
116-22 5.8 IJKL 6.3 $ABL
116-21 8.3 IJKL 5.2 $ABL
116-20 5.4 IJKL 4.3 $ABLM
116-19 8.5 HILM 6.4 $BKLM
116-18 6.4 GHILM 5.2 $BEFLM
116-17 2.2 GHI 5.6 $BDEFKL
116-16 4.6 GHI 6.5 Z4BDEFKL
116-15 5.6 GHI 4.1 Z4BCDEFJKL
116-14 3.5 DGH 3.6 Z$BCDEFHIJK
116-13 2.0 DG 7.0 Z$CDEFGHIJK
116-12 11.4 DEFG 4.9 CDEFGHIJ
116-11 6.9 DEFG 6.7 CDEFGHJ
116-10 6.5 DEF 9.2 EG
116-09 3.7 DEF 0.3 G
116-08 3.4 DEF
116-07 3.5 D
116-06 2.1 BD
116-05 3.4 BD
116-04 3.7 BD
116-03 2.1 BCD
116-02 6.0 BCD
116-01 3.9 BC
116-00 5.2 $BC
115-31 2.4 $BC
115-30 4.7 $ABC
115-29 6.6 $AB
115-28 4.7 $AB
115-27 7.9 $A
115-26 2.1 $A
115-25 3.4 $A
115-24 3.3 $A
115-23 10.0 $
115-22 0.1 J 0.9 Z$
115-21 4.1 JK 3.2 Z$
115-20 5.4 JKL 4.7 Z$
115-19 4.0 JKL 3.8 Z$
115-18 5.0 JKL 2.6 $
115-17 6.8 JKLM 6.7 $
115-16 6.7 JKLM 4.9 $
115-15 2.8 JKL
115-14 3.3 JKL
115-13 7.4 IJKL
115-12 3.0 IJKL
115-11 5.3 IJKL
115-10 7.8 IKL
115-09 1.0 IKL
115-08 6.9 HIKL
115-07 10.8 HIKL
115-06 6.8 DFHIK
115-05 10.4 DEFHIK
115-04 9.1 DEFGH
115-03 8.2 CDEFGH
115-02 6.7 CDEFGH
115-01 22.6 Z$CFGH
115-00 4.1 Z$C
114-31 10.3 Z$ABC
114-30 6.4 $AB
114-29 7.0 $AB
114-28 1.7 $A
114-27 1.0 A

CONTRACT: SEP 99 T-BOND (CBOT) DAY
8/27/99 8/30/99 8/31/99

PRICE %CTI2 %CTI2 %CTI2

116-25
116-24
116-23
116-22
116-21
116-20
116-19
116-18
116-17
116-16
116-15
116-14
116-13 0.0 $
116-12 7.1 $C
116-11 6.4 $BCD
116-10 4.6 Z$ABCD
116-09 9.9 Z$ABCD
116-08 7.5 Z$ABCD
116-07 7.6 Z$ABCD
116-06 8.0 Z$ABCD
116-05 7.0 ZABCDE
116-04 5.3 BCDE
116-03 15.5 CDE
116-02 3.4 DEJK
116-01 4.7 DEFIJK
116-00 7.0 FHIJK
115-31 2.5 FGHIJK
115-30 18.1 FGHIKL
115-29 9.2 FGHIKL
115-28 4.5 FGIKL
115-27 5.0 FGL
115-26 8.2 FGL
115-25 4.5 GL
115-24 4.7 L
115-23 0.1 L 3.7 B
115-22 6.0 LM 0.0 B
115-21 12.4 LM 0.3 BC
115-20 6.7 LM 0.4 BC
115-19 8.2 LM 0.0 ABC
115-18 4.4 Z$ABC
115-17 3.0 Z$ABCDE
115-16 1.7 Z$CDEF
115-15 2.9 Z$CDEF
115-14 3.0 ZCDF
115-13 0.0 F
115-12 4.9 F
115-11 0.0 F
115-10 0.0 FG
115-09 1.1 FG
115-08 0.8 FG
115-07 2.1 FGH
115-06 5.1 H
115-05 0.0 H
115-04 5.5 HI
115-03 6.3 HI
115-02 1.4 HIJ 0.0 B
115-01 4.4 HIJK 0.0 BC
115-00 0.2 HIJK 0.0 BC
114-31 0.0 IJK 0.6 $ABCD
114-30 0.0 JK 0.8 $ABCD
114-29 0.0 K 0.7 $ABCD
114-28 0.0 K 1.2 Z$ACD
114-27 2.4 K 1.1 Z$CD
114-26 0.0 K 0.0 Z$CD
114-25 0.0 KL 0.0 Z$D
114-24 0.0 KL 0.0 Z$D
114-23 0.0 L 0.0 ZDE
114-22 14.3 LM 0.0 ZDE
114-21 0.0 LM 1.0 DE
114-20 6.3 LM 31.3 DE
114-19 0.0 LM 13.0 DEF
114-18 8.0 L 0.7 DEF
114-17 0.0 L 13.1 EF
114-16 0.0 L 0.0 EF
114-15 0.0 F
114-14 0.0 F
114-13 0.0 FLM
114-12 0.0 FLM
114-11 0.4 FLM
114-10 0.0 FGHIKLM
114-09 1.7 FGHIJKL
114-08 0.6 FGHIJKL
114-07 0.2 FGHIJKL
114-06 0.0 FGHIJK
114-05 0.1 FGHIJ
114-04 0.0 FGHJ
114-03 0.0 FG
114-02 0.0 G
114-00 0.0 G

4.49%

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 of
value outside value area” for calculation.)

All traders like to take advantage of trend reversals
by getting in early and riding profits. These reversal
points are difficult to pinpoint; what may seem like
one may end up being a short-term price movement.
Tracking commercial activity will give you insight
into determining whether a trend is likely to continue.

Prior to interpreting commercial activity, you
should know the average percentage of volume
generated by the commercials for a specific market.
This can be determined by taking an average for the
last 10 days. Starting with the first profile in Figure
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 is
approximately 6%, which means that trading from
the commercials is about average. Average activity
above and below the value area equal 2.15% and
7.71%, respectively.

Commercial activity below the value area is higher
than within, which means that the commercials were
trading responsively. This, together with the profile,
indicates aggressive buying during the early part of
the trading day with no inclination to sell when
prices go higher.

On the following day, August 25, 1999, prices
showed upward movement. The commercial activity
represents 5.5% of the volume within the value area,
which is slightly less than that of the previous day. This
does not give a positive signal for continuation of price
movement. The %Cti2 above the value area is zero and
4.49% below it. These are not significant results
because both are lower than the percentage of volume
traded within the value area. When it is difficult to
determine market direction through the two methods
mentioned, compare commercial activity at the
extremes. In the present example, the commercials
were more active at the upper extreme, leading me to
believe that they were selling toward the close.

You should also look at other factors that were
mentioned previously, such as trade facilitation,
volume, range of volume, value area and the
relationship between volume value area, and TPO

value area. These will help in getting additional
confirmation signals when you are not sure what to
expect for the following trading day.

You can see the profile of a nontrend day on

50.6%

CONTRACT: DEC 99 10 YR NOTE (CBOT) DAY TRADING DATE: 09 03 99
PRICE VOLUME %VOL %CTI1 %CTI2 %CTI3 %CTI4 BRACKETS(*)

110040 6 0.0 50.0 0.0 50.0 0.0 $
110030 764 0.5 67.8 3.8 0.9 27.1 $
110025 12 0.0 100.0 0.0 0.0 0.0 $
110020 4918 3.1 50.2 12.2 5.7 31.9 $
110015 1580 1.0 43.0 10.1 1.3 45.6 $
110010 4858 3.1 53.4 7.6 6.6 32.4 $
110005 60 0.0 50.0 0.0 0.0 50.0 $
110000 6278 4.0 43.3 16.9 3.2 36.5 $
109315 928 0.6 50.2 0.0 10.8 38.8 $
109310 4722 3.0 50.8 9.4 3.8 35.9 $ABFG
109305 7642 4.8 60.5 7.1 3.4 28.9 $ABFG
109300 22094 14.0 53.3 9.8 6.0 30.9 $ABDEFGI
109295 17294 11.0 54.0 9.2 6.5 30.4 $ABDEFGHI
 109290 27404 17.4 56.2 10.7 4.3 28.8 $ABCDEFGHI
 109285 23016 14.6 55.5 9.8 4.8 30.0 $ABCDEHI
 109280 9882 6.3 53.2 7.5 8.5 30.8 $ABCDEHI
 109275 5602 3.6 62.5 18.6 3.0 15.9 $ABCDI
 109270 3506 2.2 56.3 15.4 4.7 23.6 $ABC
 109265 1010 0.6 85.0 5.5 1.9 7.3 $C
 109260 2078 1.3 47.3 14.1 0.0 38.6 $C
 109250 556 0.4 50.9 0.0 0.2 48.7 Z$
 109230 14 0.0 14.3 0.0 0.0 78.6 Z$
 109220 2 0.0 50.0 0.0 0.0 50.0 Z$
 109210 260 0.2 11.2 0.0 0.0 88.5 Z$
 109200 904 0.6 31.3 2.1 0.0 66.4 Z$
 109190 70 0.0 4.3 0.0 28.6 65.7 Z$
 109160 14 0.0 50.0 0.0 0.0 50.0 Z$
 109150 32 0.0 50.0 46.9 0.0 0.0 Z$
 109130 40 0.0 50.0 50.0 0.0 0.0 Z
 109120 30 0.0 50.0 0.0 0.0 50.0 Z
 109110 160 0.1 51.3 31.3 0.0 17.5 Z
 109105 636 0.4 49.4 19.7 0.0 30.7 Z
 109100 4086 2.6 47.7 16.6 11.4 24.3 Z
 109095 5008 3.2 51.0 10.1 6.9 32.0 Z
 109090 2224 1.4 47.8 11.2 7.6 33.4 Z
 109085 8 0.0 50.0 0.0 0.0 50.0 Z

%CTI1 %CTI2 %CTI3 %CTI4

VOLUME FOR DEC 99 10 YR NOTE (CBOT) DAY 157698 53.9 10.5 5.2 30.4
VOLUME FOR ALL 10 YR NOTE (CBOT) DAY 162648 53.8 10.2 5.1 30.9

12.07%

August 26, 1999. The value area range is less than that of the
previous day, and commercials represent only 5.3% of the
activity within the value area. Average commercial trading
below the value area is 5.4%, which is higher than that within.
All three of these tests indicate negative signals.

The value area of August 27, 1999, was lower than that of
August 26, 1999, and showed higher commercial activity,
indicating selling activity from the commercials. This is an

example of commercials entering the market initiatively.
A look at the profile shows that prices moved lower and

closed at the lower extreme. Average commercial activity
above the value area is 3.55% and 6.03% below. Both are below
that within the value area, so this does not suggest anything
significant. The lower value area with increased commercial
activity together with a profile that shows increasing activity
toward the close suggests that commercials were selling

SIDEBAR FIGURE 2: VOLUME ANALYSIS ABOVE AND BELOW VALUE AREA. Comparing
commercial volume activity above and below the value area provides additional confirmation
to the direction of price movement.

CALCULATION OF VALUE OUTSIDE VALUE AREA

1 Identify the volume value area.
2 Sum the percentage of commercial trading activity above the

value area.
3 Divide by number of prices.
4 Sum the percentage of commercial trading activity below the

value area.
5 Divide by number of prices.

If the results are higher than the percentage of commercial activity
within the value area, it means that the commercials were trading
responsively. If, on the other hand, the results are lower, then the
commercials are not significant. —J.G.
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aggressively on August 27, 1999.
The fall of the value area on August 30, 1999, should be a

strong indication that this market is headed lower. The
percentage of commercial activity within the value area is
much lower than that of the previous day. Further, the volume
value area is at the upper extreme, indicating aggressive selling.
Most of the commercials appear to have already sold off their
positions, perhaps because their interest has been reduced. The
profile shows a strong downtrend during the F period.

The data from August 31, 1999, were added to show that prices
did indeed head lower. Commercial activity reduced significantly,
providing no indication of a reverse in price movement.

IN PERSPECTIVE
Activity among floor traders does not make a significant
contribution to price movement. Trading activity of the residuals
produces a much wider price range than any of the other traders.
Focusing on the trading activity of the commercials and residuals
will reveal clues that may help you get a headstart on your
trading.

Figure 7 is a price graph of December 1999 Treasury bonds
together with a chart showing net volume activity of the four
different types of traders. In most cases, when the commercials
are actively buying, the residuals are selling. Commercials are
the first to enter the market. From late September 1999, T-
bonds show a sharp decline in price. You can see from the
volume activity chart that from September 28 to September 30,
commercials were selling aggressively. However, the public
started buying more during this period. On October 1, 1999, the
public had reached their buying extreme, whereas the
commercials were at their maximum selling point.

Bond prices continued their down-ward trend until October
25, 1999, at which time they appeared to hit a bottom and
started rallying after that. Commercials did not show any
buying enthusiasm; only the public increased their buying
activity after October 28. The information appears to indicate
that this rally is not the beginning of a trend reversal. Activity
in the bond market shows a pause in this rally on the days
following October 29, 1999.

CONCLUSION
Those who are interested in  but have used neither the Market
Profile nor Liquidity Data Bank should spend time studying
them and understanding the development of the various patterns.
As with most other concepts, experience is what makes for
proficiency, and this is certainly true in the case of Market Profile
and the use of the Liquidity Data Bank.

By analyzing the commercial traders’ actions, you will
begin to notice that they will buy aggressively prior to an upside
breakout or vice versa. You will also observe that they will start
selling before the residuals. Monitoring such activity will help
you get a better understanding of how the markets operate, and
put you in a better position to enter and exit trades.

Commercials recognize value and provide a buffer for the
markets. If prices get too high, they sell, and if the prices are too
low, they buy. Floor traders and residuals follow the commercials

that are the first to enter and exit the markets. The public is the
last. Where would you rather be?

Jayanthi Gopalakrishnan is a Staff Writer for STOCKS &
COMMODITIES.
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