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INTRODUCTION

The material in this six-part Study Guide evolved from a seminar
program developed for Chicago Board of Trade members. The
empbhasis is on understanding the Market Profile® concept—and not
on trading strategies—because we found that when the CBOT
traders grasped the concept, they had no trouble developing
strategies consistent with their own style of trading.

M Part I discusses how to read the daily Market Profile® graphic.

B Part II explains how longer-term trends can be monitored with
daily data.

M Part III discusses why the fundamental perception of value is at
the heart of every market decision.

B Part IV shows how daily and long-term market activity distributes
over time.

M Part V tells you how to combine market activity and the
perception of value in order to analyze a developing trading
session.

B Part VI analyzes Liquidity Data Bank® volume in order to gauge
strength or weakness in the market.

We have added a glossary of Market Profile terms and an index to
the original text in order to make this updated version of the Home
Study Guide more useful. At the same time, we are retaining the
carly steps in Peter Steidlmayer’s breakthrough research discussed in
Parts I and II so that you can see the logical progression in the devel-
opment of Market Profile analysis—from its beginning in a single
session to its use in global markets.

Although the terms “day time frame trader” and “other time frame
trader” may be dated, the way the two groups interact isn’t. Traders
and investors are still basically either short- or long-term market par-
ticipants. And their behavior is still determined by their view of
value. And value is still at the heart of market activity. Therefore,
knowing how each group impacts activity in a single session makes it
much easier to understand how they distribute beans, bonds, or corn,
for instance, over longer periods of time.

Why? Because it is the interaction between short- and long-term
market participants that distributes trading volume in a bell-shaped
curve. The back-and-forth movement reflects the continual tug-of-
war between the “forward price influence” of long-term traders and
the “backward price influence” of short-term market participants.

We are also keeping the original examples because the vertical and
horizontal Market Profile organization is as relevant in 1995 as it was
in 1984—even though global markets have outgrown the single
session. The same organizing principles that made the Profile
graphic a realistic market model of a single session in the 1980s
provide a realistic model now of continuous, 24-hour activity. Since
the organization of Market Profile data is based on a natural
construct, the format simply expands to encompass global activity.
We show you how to relate the format to the distribution process in
global markets in Parts IV, V, and VI.



The Connection Between

Distribution And
Market Profile® Data

According to the dictionary, distribution is “the position, arrange-
ment or frequency of occurrence over an area or throughout a space
or unit of time?” The volume of everything distributes around a
mean over time. Why should trading volume be different?

From the beginning, Peter Steidlmayer recognized that the basic
pattern of market behavior is a continuing point, counterpoint:
imbalance, balance, imbalance, balance, etc. Now, in his latest work,
he relates this continuum to the process of distribution. His recent
research shows that the market’s ultimate common denominator is a
balanced distribution—in other words, the bell shaped curve.

When market activity forms a bell shaped profile, a segment of
market action is complete. Stated another way, a balanced distribu-
tion is the long-term framework to which you relate short-term
moves in individual sessions.

Market Profile® data captures and continuously updates this
development.
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Trading 24-hour Markets
With Market Profile® Data

Probably the most important change since Steidlmayer first intro-
duced the Market Profile® concept is that the day, as a definitive
market segment with a definite beginning and end, is outdated. In
24-hour markets, you’re working with a timeless continuum. This
means that a new beginning can occur at any time.

Despite this change, however, the market’s basic imbalance-balance
behavior pattern is still the same.

For this reason, our discussion of Market Profile® begins with
development in a single session and in a simple trend —so that you
can see how the pattern develops in relatively uncomplicated situa-
tions. We're using data from 1986 in Parts I and II because these
sessions are especially illustrative of the market’s point, counter-
point behavior.

We believe that once you’ve seen how the market shifts from imbal-
ance to balance in simple situations, you’ll be able to recognize the
shift in more complex global markets. We also believe that market
decisions are less difficult to make when they are based on a solid
foundation. That’s why we’re starting at the beginning and giving
you the entire knowledge base.

As you go through Parts I and II, however, keep in mind that you're
going to expand what happens in a single session to 24-hour
markets. This means that certain ideas —the initial balance and the
time/price opportunity (TPO) count, for example —are going to
become less important. These ideas will continue to contribute to
your overall understanding, but they’re going to become part of
your background knowledge.

Steidlmayer’s most recent work relating distribution to market activ-
ity is not a negation of his previous research. It simply explains the
basic concept more fully. His insight into the distribution process
pulls the various components together into a coherent whole.

A Valuable Skill

Perhaps the most important benefit of Market Profile® data is that
it vastly simplifies the trading process.

Over the past six years, Steidlmayer has stripped market activity to
its essential elements. His research shows that the market has only a
finite number of behavior patterns and that the finite number is
universal from market to market. This means that once you can
recognize the patterns with Market Profile® data, the knowledge
can be applied in all markets. Since the number of exchanges
around the world where you can use these skills is continually grow-
ing, your potential rewards can be significant.

Because Market Profile® is a tool rather than a buy/sell system,
reading Market Profile® data involves grasping principles—not just
memorizing rules. Those who make the effort, however, will have a
valuable skill. Buy/sell systems lose their effectiveness when markets
change. Market Profile® data, on the other hand, captures and lets
you see the change so that you can adjust accordingly.

If you take the time to master each step in this Study Guide, youw’ll
have a solid knowledge base that can help you make futures trading
more conservative, more manageable and more rewarding.



The Conceptual Framework

THE MARKET’S ORGANIZATIONAL STRUCTURE

As noted in the introduction, Market Profile® is a decision-support
tool—not a trading system. In order to use the Market Profile®
tools, you have to know what makes them work. That’s why we’re
going to start with the conceptual framework.

Don’t worry if you don’t grasp the organizing principles immedi-
ately. We'll be using them over and over again, so they will be old
friends by the time we’re done. While you may not sense the impor-
tance of these principles initially, understanding how they relate to
market activity is critical.

Why? Because these organizing principles explain why market activ-
ity is not arbitrary or random.

Peter Steidimayer recognized this organizational structure and
related it to an overall framework. The idea for the Market Profile®
product was conceived by him and the CBOT product is based on
his original research.

Steidlmayer identified recurring behavior patterns in the trading pit
and then asked himself why they were occurring. Therefore, even
though the Market Profile® vocabulary may seem unfamiliar at first,
it simply describes and explains what is happening in the marketplace.

As we work with the data, keep in mind that each piece of informa-
tion is not an indicator by itself. You’ll see that we put several pieces
of information together in order to come to a conclusion.

1t’s also important to recognize that your market decisions are
always going to require judgment. Market Profile® can’t change
that. Unfortunately, it can’t predict the future—but then nothing
can. What Market Profile® can do is help you to understand the
present. And if you understand what’s happening now, in the pre-
sent, you can make better decisions.

With that said, we can begin our discussion of the market’s organ-
izational structure as outlined by Steidlmayer. You’ll see for yourself
as we move forward that no matter how sophisticated your Market
Profile® analysis becomes, it is always going to rest on these basic
principles.

B One: The Auction Framework

The purpose of the marketplace is to facilitate trade. What does
that mean? In the broadest sense, it simply means that as the price
moves up, it brings in more buying or, as the price moves down, it
brings in more selling.

The marketplace facilitates trade with the dual auction process.

Basically, the market auctions up until there are no more buyers.
Then it reverses and moves down until there are no more sellers.
The end of an up auction is the beginning of a down auction, etc.

All market activity occurs within this broad framework — with the
market moving up to shut off buying and down to shut off selling.

Getting a little more specific, we can say that the market begins,
moves directionally and advertises for an opposite response to shut
off the directional move.



THREE RELATED PRICES

Unfair high

Value

Unfair low

That statement is at the heart of the market’s organizational struc-
ture. What does it mean?

Say the market moves up directionally and the up move brings in
selling. The selling is an opposite response which one stops the up
move —in other words, shuts off the buying—and rwo causes the
market to reverse and move down. The result: the up auction ends
and a down auction begins.

Now let’s say the market moves up and advertises for selling but
doesn’t get any. Instead, it brings in more buying. Therefore, the
market has to move higher to bring in an opposite response. The
result: the up auction continues.

At bottom, that’s what you’re always looking for: continuation or
change.

M Two: The Negotiating Process

Now if we get even more specific, we can say that a directional
move establishes parameters that contain the auction’s price range,
an unfair low at the low end and an unfair high at the high end.
The unfair low and the unfair high are excesses.

Once the market defines a range with excesses at each end, it
negotiates within that range to establish value. The market trades
between the established excesses until it either trades above the high
excess or below the low one.

Stop the market at any point in time and you’ll see these three
reference points: unfair low, unfair high and value somewhere in
between. These three price areas define the negotiating process—the
method the marketplace uses to facilitate trade.

What does this mean in a real market situation?

To demonstrate, let’s look at a bar chart of the Dow Jones from
April 1987 to the end of October 1989...see page 14.

The unfair high on this chart (point A) was established in August
1987, the unfair low (point B) in October 1987. You can see that
these parameters were containing the market’s long-term range at
that time. (A new unfair high at the 2900 level was established in
June 1990.)

Once the parameters at A and B were established, the market
negotiated between the two excesses to develop value.

The negotiating process moved value up gradually from the unfair
low to the unfair high. Value reached the unfair high (point C) on
October 13, 1989.

Because of the perception of value at that time, the market couldn’t
trade above the high parameter and it reversed.

The result: the excess established in 1987 continued to contain the
range on the upside until June 1990.

In other words, at the end of October 1989, the market attempted
to take out the unfair high. However, when the United Airlines deal
collapsed and seemed to indicate a possible end to leveraged buy-
outs, market participants lost confidence and the market reversed.



DISTRIBUTING AROUND A MEAN

Selling above

Mean (fair price)

Buying below

B Three: Balance and Imbalance

To facilitate trade in order to distribute goods and services, the
market moves from imbalance to balance to imbalance and back
again. It uses this behavior pattern in a single session and in longer-
term trends or auctions.

If the market is balanced, basically equal amounts of buying and
selling are present. The market has brought in an opposite response.
The market is rotating because it has found a fair price around
which it can distribute.

If the market is imbalanced, either buying or selling is predominant.
The market is moving higher or lower in order to find an opposite
response. The market is moving directionally because it is seeking a
fair price around which it can distribute.

In brief, a balanced market has found a fair price. An imbalanced
market is seeking a fair price.

This is simply another way to state the familiar law of supply and
demand. Buyers demand and sellers supply. The market is either in
equilibrium between buyers and sellers or it is working toward that
equilibrium.

B Four: Steidimayer’s Tandem Time Frame Concept

First let’s define Steidlmayer’s use of the term “time frame?

Time frames are forcing points—in other words, points in time that
force a decision. These points can be imposed by the market (i.e.,
the close) or by something in your personal situation (i.e., you have
the right to an option that expires in two months).

To explain, say the market has been trading for three hours and the
close is coming up in 45 minutes. If you don’t want to carry the
position overnight, your time is running out. The close is forcing
you to make a decision within a relatively short-term time frame.
You're a short-term trader in this situation because the forcing point
is only 45 minutes away.

You’re a longer-term trader in the second situation because your
option doesn’t expire for two months. The forcing point is two
months off. Consequently, you have a longer-term time frame in
which you can operate without having to make a decision.

With this insight, Steidlmayer was able to divide all market activity
into two categories: short-term and longer-term.

He calls short-term activity day time frame activity.
He calls longer-term activity other time frame activity.

His tandem time frame concept visualizes short-term or day time
frame activity on one side of the tandem and all longer-term activi-
ty on the other side (hence the name “other time frame”).

Since long- and short-term activity exist simultaneously in the
marketplace, you have to be able to separate one kind of activity
from the other.

We're going to separate one from the other with behavior.



LONG-TERM BUYERS AND
LONG-TERM SELLERS DO NOT
TRADE WITH EACH OTHER AT

THE SAME PRICE AT THE SAME TIME.

Advantageous area
for long-term seller

Short-term buyers
and

short-term sellers
do trade with
each other here.

Advantageous area
for long-term buyer

M Five: Short- and Long-term Adtivity Is Defined by Behavior

The short-term trader’s behavior characteristic is his desire for a fair
price. The best he can do is a fair price because he has to trade
today. Since a fair price is acceptable to both buyers and sellers,
short-term buyers and sellers do trade with each other at the same
price at the same time.

The longer-term trader’s behavior characteristic is his desire for an
advantageous price. He can wait for an advantageous price because
he doesn’t have to trade today. Since longer-term buyers’ and sellers’
objectives are different, they do not trade with each other at the
same price at the same time.

(In a strict technical sense, a longer-term buyer with a 10 to 15-day
time frame may trade with a longer-term seller with a two- to three-
day time frame. But these traders are a small part of the total
longer-term group.

Steidlmayer treats longer-term traders as a single entity because he
is concentrating on the active longer-term trader who drives the
market and affects range development.)

Longer-term buyers want to buy low; longer-term sellers want to sell
high. Therefore, the same price can’t be advantageous for both at
the same time. That’s why you can know exactly who (buyer or
seller) is doing what at any time in the day’s range.

To apply this unfamiliar concept to single sessions or to longer-term
trends, it’s important to define what an advantageous price means
in relation to value. We'll discuss what an advantageous price means
in relation to longer-term value later on. Here, we're going to con-
sider what an advantageous price means in relation to today’s value
area.

The market develops a fair price area in the session for short-term
buyers and sellers—in other words, those who have to trade today.
Most of the day’s volume occurs in this fair price area. The high
volume shows acceptance.

In contrast to the amount of time spent in the value area, the
market spends very little time at the advantageous prices above and
below value. These advantageous prices are low volume, rejected
excess areas. Prices above the value area are advantageous for the
longer-term seller; prices below it are advantageous for the longer-
term buyer.

How do we know it’s the longer-term trader who is active at
advantageous prices?

Only traders with a longer-term time frame—in other words, those
who don’t have to trade today—can take a chance on making their
trade in an area where the market doesn’t spend much time. If you
have to trade today, you can’t count on being able to enter your
trade in a low volume, basically unfair area. The high volume area
where the market spends most of its time provides the liquidity you
need.

B Six: Both the Short-term Trader and the Longer-term Trader Have a
Role to Play in Facilitating Trade

This role grows out of their behavior.



Since the short-term trader is seeking a fair price, his role is to find
a price area where two-sided trade can occur. Steidimayer calls this
an initial balance area.

(Currently, it seems to take one hour in CBOT grain futures to find
an area where two sided trade can occur. Before CBOT financial
futures sessions were lengthened, it also seemed to take an hour in
those contracts to find an initial balance area. Now that the ses-
sions are longer, however, finding the initial balance in CBOT finan-
cials seems to take one hour and 40 minutes.)

As the financial contracts underscore, initial balance parameters can
change.

Therefore, the important thing is to understand the initial balance
concept—the amount of time it takes the shorter-term trader to find
an area where two-sided trade can occur. Then you can determine
these parameters in any market.

Earlier, we said the role of the short-term trader was to find an area
that market participants would consider fair. We also said that the
market opens and moves directionally in order to establish
parameters to contain the range.

If the unfair high and the unfair low established in the initial
balance period hold throughout the session, the shorter-term trader
is in control.

If, on the other hand, the longer-term trader enters the market with
enough volume, he can disturb the initial balance and extend the
range —establishing a new high or low parameter.

This takes us to the longer-term trader’s role in facilitating trade: his
role is to move the market directionally —in other words, to extend
the range up or down.

B Seven: Price Can Only Be Above, Below or Within Value

We’re going to monitor the activity level of the longer-term trader as
he responds to prices above, below or within value in order to antic-
ipate whether the market will move up, down or sideways.

Our focus is always on what the longer-term trader is doing
because, in pursuing his interests, he is responsible for the way the
day’s range develops and for the length of time a longer-term trend
lasts.

We'll discuss the longer-term trader’s influence on trend develop-
ment in Part II. In this section, we’re going to consider his influence
on the way a single session develops.

We'’re going to examine the principles we’ve just discussed in rel-
atively uncomplicated sessions so that you can see how they work.
We believe that once you understand how these concepts work in a
single session, youw’ll be able to apply them to longer-term trends
and then to 24-hour markets.

Keep in mind, though, that certain ideas such as the initial balance,
the TPO count and the kinds of range development are going to
become less important. These ideas will continue to contribute to
your overall understanding, but they’re going to become part of
your background knowledge.



10

Stop And Test Yourself

Q. All activity occurs within what?

A. The auction framework.

Q. The market moves up to shut off what? It moves down to shut
off what?

A. Up to shut off buying. Down to shut off selling. The market
auctions up until the last buyer buys and then down until the last
seller sells.

Q. The market establishes parameters and then trades between
these parameters developing value until it takes out one side.
What is this process called?

A. The negotiating process. It is defined by three related price
areas —an unfair high, an unfair low and value somewhere in
between.

Q. The market moves from what to what and back again in order
to facilitate trade?
A. Imbalance to balance.

Q. There are two kinds of activity. What are they?

A. Day time frame and other time frame —in other words, short-
term and longer-term.

Q. Short-term and longer-term activity is defined by what?

A. Behavior. The short-term trader is seeking a fair price; the
longer-term trader is seeking an advantageous price.

Q. What determines a trader’s role in the market?

A. Behavior. The short-term trader who is seeking a fair price
finds an area where two-sided trade can occur. The longer-term
trader who is seeking an advantageous price moves the market
directionally.



The Market Profile®
Graphic

Look at the example on page 15. (This material is published in a
3-ring binder so that you can take the examples out and hold them
next to the relevant text.) This example shows the Market Profile®
graphic for Dec bonds on 9/5/86. The Market Profile® format
organizes price and time into a visual of what happens in a single
session.

The price range for the session is on the left. The letters show the
half-hour time period in which each price traded. At that time,
A represented 8:00 to 8:30, B represented 8:30 to 9:00, etc.

Since then, the CBOT has changed the letters indicating time.

In January 1990—in order to accommodate 24-hour markets—the
CBOT assigned a character to each half-hour trading period on a
24-hour basis. Half-hour periods from midnight to noon are
represented by capital letters A through X. Half-hour periods from
noon to midnight are represented by small letters a through x.

The day session for U.S. Treasury bond futures now resumes at 7:20
a.m. in “O” period and ends at 2 p.m. in “d” period. See page 46
for more information.

Although the graphic may look different, only the characters are
different. The organizing principle is exactly the same. You're still
looking for price reoccurrence in order to see where the market is
developing value.

In this Home Study Guide, we use examples with the old letters as
well as the new ones so that you can see for yourself that the
behavior patterns are exactly the same. If you understand the basic
principles, you’ll recognize the patterns and you won’t be confused
by a change in characters.

No matter what the character, each symbol in the profile graphic
represents a time/price opportunity —TPO for short. A TPO is an
opportunity created by the market at a certain time at a certain
price.

These time/price opportunities are the basic unit for analysis of the
day’s activity. They are either accepted or rejected.

On 9/5/86, the bond futures market offered participants a series of
TPOs from 97-14 to 96-04.

TPOs from 97-14 to 97-05 on the top and from 96-04 to 96-06 on
the bottom were rejected.

TPOs from 96-07 to 97-04 were accepted. The area in which the
market spent the most time—from 96-11 to 96-29 —shows the most
acceptance.

The rejected areas established parameters—an unfair high and an
unfair low—which contained the range. Then the market negotiated
within this range to establish value.

The session on page 15 is the end result of the negotiating process
for Dec bond futures on 9/5/86—an unfair high area at 97-14 to
97-05, an unfair low area at 96-04 to 96-06 and value roughly in the
middle, a little closer to the unfair low.

11
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Kinds Of Range Development

We're going to look at this session time period by time period so
that you can see how the negotiating process works in detail. But
before we do that, let’s discuss the different kinds of range
development.

As noted earlier, the longer-term trader affects the way the range
develops. Now you’ll see what that means.

If the longer-term trader is not very active, you have what
Steidlmayer calls a “normal” day.

The session we’ve been examining on page 15 is a normal day. Look
at the first column in the profile graphic. Steidlmayer calls this
column the pioneer range because it shows you the first time a price
is hit in a session.

Look at the graphic and you can see that the range for the day

was established in the first half hour of trading. In 1986, the short-
term trader found the initial balance in bond futures in the first
hour of trading—in A and B periods. On normal days, 85% or
more of the range is formed in the initial balance period. Any range
extension is usually slight and occurs late in the day.

In other words, the short-term trader basically establishes
parameters for the day’s range. Then the market rotates between
those parameters for the entire session.

What is the characteristic of a normal day?
The short-term trader sets the parameters that contain the range.

In other words, the short-term trader is in control. The market has
found a fair price and is distributing around it.

If the longer-term trader is more active and extends the range past
the initial balance area, you have what Steidlmayer calls a “normal
variation” day.

Look at page 16. The market’s initial balance is found in CBOT
grain futures in the first hour of trading. (In D and E periods at
that time; now in T and U periods.) Look at the pioneer range and
you can see that the initial balance area covers 6212 to 628.

In G period, the longer-term trader came into the market with
enough volume to tip the market’s initial balance and extend the
range. The range extension started at 6284 and continued up to
633.

What is the characteristic of a normal variation day?

The longer-term trader extends the range past the initial balance
area.

The short-term trader’s initial parameters do not hold. There is
some directional movement which extends the range and sets a new
high or low parameter.



In this example, the range extension is approximately double the
initial balance area. Therefore, control is roughly divided between
the short- and the longer-term trader. If the range extension were
wider than the initial balance, the longer-term trader would be in
control. That’s why maximum range extension on a normal variation
day is roughly double the initial balance area.

It’s important to keep in mind, however, that this is the maximum.
The range extension on a normal variation day isn’t always that
wide. It can be anywhere from a few ticks to about double the
initial balance. Naturally, the wider the range extension, the greater
the influence of the longer-term trader.

When the range extension is considerably more than double the
initial balance area, you have what Steidlmayer calls a ”trend” day.

Look at the example on page 17. This is a grain future and the
market’s initial balance is found in the first hour of trade—in D and
E periods here.

The initial balance area covers 502% to 505%. It is roughly Y5 of
the day’s range and the range extension—from 505% to 511 —is
roughly %4 of the range. You can also see that the market moved in
one direction all day. The longer-term trader kept extending the
range up —first in G, then in I, J and K periods.

What is the characteristic of a trend day?

The market moves in one direction and closes on the directional
extreme.

The longer-term trader is in control. The market is moving direc-
tionally in search of a fair price.

When there is range extension but no net influence from the longer-
term trader, you have what Steidlmayer calls a “neutral” day.

Look at page 18. The longer-term trader first extended the range
down in F period and then changed his mind and extended it up in
L period. Neutral days indicate uncertainty. Often the market uses
these days to change direction.

What is the characteristic of a neutral day?

There is range extension in both directions.

13



To Sum Up It helps to think of control in terms of range extension.

When there is no range extension, the short-term trader is in
control.

When the longer-term trader sets a new higher or lower parameter
at one end of the range, he is exerting more influence. If the range
extension is roughly double the initial balance area, control is
roughly divided between the short- and longer-term trader.

If the range extension is considerably more than double the initial
balance area, the longer-term trader is in control.

When the longer-term trader extends the range in both directions,
one range extension generally cancels out the other. In that case, the
longer-term trader has no net influence on the session. Therefore,
the short-term trader is basically in control.

Dow Jones Industrial Average: Weekly Bar Chart
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Normal Day:
A Balanced Situation

MARKET PROFILE®
CBOT US BONDS

Trade Price

97 14/31
97 13/32
97 12/32
97 11/32
97 10/32
97 9/32
97 8/32
97 1132
97 6/32
97 5/32
97 4/32
97 3132
97 2/32
97 1132

96 31/32
96 30/32
96 29/32
96 28/32
96 27/32
96 26/32
96 25/32
96 24/32
96 23/32
96 22/32
96 21/32
96 20/32
96 19/32
96 18/32
96 17/32
96 16/32
96 15/32
96 14/32
96 13/32
96 12/32
96 11/32
96 10/32
9% 9/32
9 8/32
9 7/32
9 6/32
96 5/32
9% 4/32

Pioneer
range

Market Profile® Graphic
Copyright Chicago Board of Trade 1986.
Dec (86) ALL RIGHTS RESERVED. 86/09/05

Half Hour Bracket Times

ABEFHIKL
ABCDEFHIJKL
ABCDEHIIL
ABCDEHIL
ABCDEIL
ABCDELJL
ABCDELL
ABCDEIJL
ABCDEIIL
ABCDLL
ABCDIJ
ABCDIJ
ACl

ACl

AC

AC

Rejected TPOs
Unfair high area

Accepted TPOs

Value area

A
A | Rejected TPOs

J Unfair low area
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Normal Variation Day:
Combination Of Balance
And Imbalance

MARKET PROFILE®
SOYBEANS

Trade Price

633

632 3/4
632 172
632 1/4
632

631 3/4
631 1/2
631 1/4
631

630 3/4
630 1/2
630 1/4
630

629 3/4
629 1/2
629 1/4
629

628 3/4
628 1/2
628 1/4
628

627 3/4
627 1/2
627 1/4
627

626 3/4
626 1/2
626 1/4
626

625 3/4
625 172
625 1/4
625

624 172
624

623 3/4
623 172
623 1/4
623

622 3/4
622 1/2
622 1/4
622

621 3/4
621 1/2

Market Profile® Graphic
Copyright Chicago Board of Trade 1988.
Mar (88) ALL RIGHTS RESERVED. 88/01/22

Half Hour Bracket Times

Range extension up
i

Initial balance
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Trend Day:
An Imbalanced Situation

MARKET PROFILE®
SOYBEANS

Trade Price
511
510 3/4
510 1/2
510 1/4
510
509 3/4
509 1/2
509 1/4
509
508 3/4
508 1/2
508 1/4
508
507 3/4
507 1/2
507 1/4
507
506 3/4
506 1/2
506 1/4
506
505 3/4
505 1/2
505 1/4
505
504 3/4
504 172
504 1/4
504
503 3/4
503 1/2
503 1/4
503
502 3/4
502 1/2
502 1/4

Market Profile® Graphic
Copyright Chicago Board of Trade 1987.
Nov (87) ALL RIGHTS RESERVED. 87/08/19

Half Hour Bracket Times

DEFG
DEFG

oo oOooOoo

N

Range extension

Initial balance
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Neutral Day:

Market Profile® Graphic

. . MARKET PROFILE® Copyright Chicago Board of Trade 1988.

A Balanced Situation CBOT US BONDS Mar (88) ALL RIGHTS RESERVED. 88/01/07

Trade Price Half Hour Bracket Times

88 9/32 L

88 8/32 L

88 7/32 L Range

88 6/32 L'| extension up

88 5/32 L

88 4/32 L

88 3/32 L

88 2/32 AL

88 1/32 AL

88 ADL

87 31/32 ADKL

87 30/32 ADKL

87 29/32 ADHIKL

87 28/32 ACDEHIJK

87 27/32 ACDEHIJK

87 26/32 ACDEHIJK

87 25/32 ABCDEHIJK

87 24/32 ABCEGHIJK

87 23/32 ABCEGHUK

87 22/32 BCEFGHIJK

87 21/32 BCEFGHJK

87 20/32 BCEFGHJK

87 19/32 BEFGHJK

87 18/32 BEFJK

87 17/32 BEFK

87 16/32 BEFK

87 15/32 F R ‘

87 14/32 pooRange

87 13/32 F | extension down
.|
Runge Development And A strategy that works when the market is balanced and rotating
Balance And Imbalance (trading range market) is not going to be appropriate when the

market is imbalanced and moving directionally (trending market).
Thus an ability to recognize the difference can have a major impact

on your bottom line.

When the longer-term trader has the least influence, the market is

the most balanced.

What kind of range development is balanced?

M Normal days: the entire range or roughly 85% of the range is
formed in the initial balance period. Therefore, there is either no
range extension or very little range extension.

18



B Neutral days: one range extension generally cancels out the other
so there is no net influence from the longer-term trader.

As the longer-term trader’s influence increases, he creates an
imbalance.

What kind of range development do you have when the longer-term
trader introduces imbalance?

B Normal variation days: the longer-term trader extends the range
past the initial balance area. Specifically, you have balance,
imbalance and then adjusted balance. On the most imbalanced
normal variation day, the range extension roughly doubles the
initial balance area.

When the longer-term trader exerts maximum influence, the market
is the most imbalanced.

What kind of range development do you have?

B Trend days: the market moves in one direction and closes on the
directional extreme. The range extension is generally more than
twice as long as the initial balance area.

Kinds Of Range Development

B NORMAL
> Short-term in control.

> Balanced situation.

> 80% of the volume is short-term; 20% is longer-term.

B NEUTRAL
> Short-term in control.

> Balanced situation.

> 70% of the volume is short-term; 30% is
longer-term.

B NORMAL VARIATION
> Control is divided.

> Combination of balance and imbalance.

> If a little range extension, 80% of the volume is short-term;
20% is longer-term. If a lot of range extension, 60% of the
volume is short-term; 40% is longer-term.

B TREND

> Longer-term in control.

> Imbalanced situation.

> 40% of the volume is short-term; 60% is longer-term.

19
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Stop And Test Yourself

Q. There are two kinds of prices. What are they?

A. Accepted and rejected. An accepted price area is simply a price
area where the market trades over time. Accepted prices show
value.

A rejected price area is simply a price area where the market spends
very little time. Rejected prices show excesses in the market —an
unfair high and an unfair low.

Q. There are two kinds of activity. What are they?

A. Day time frame which is short-term activity and other time
frame which is longer-term activity.

Q. Activity (short- or long-term) is defined by what?

A. Behavior. The short-term trader is seeking a fair price. The
longer-term trader is seeking an advantageous price.

Q. What is the role of the short-term trader?

A. The short-term trader establishes an initial balance area so that
two-sided trade can occur.

Q. What is the role of the longer-term trader?

A. The longer-term trader moves the market directionally.

Q. Which trader is responsible for the way the range (normal, nor-
mal variation, trend, neutral) develops?

A. The longer-term trader.

In other words, the amount of activity executed by the longer-term
trader determines whether the market is balanced and rotating or
imbalanced and moving directionally.

The more influence the longer-term trader exerts, the greater the
range extension and the more imbalanced the market.

Q. The market moves from what to what and back again in order
to facilitate trade?

A. Imbalance to balance.



Monitoring Activity With
The Market Profile® Graphic*

Now, we're going to look at range development in greater detail.
Basically, all activity in a session can be included in three
categories:

...activity that produces single print extremes.

...activity that produces range extension.

...activity that produces a value area.

To get as much information on the longer-term trader as possible,
Steidlmayer divides the range into these three areas—extremes,
range extension and value area—and monitors the longer-term
trader’s behavior in each area. Even when the longer-term trader is

least active (on normal days), he still can influence development on
the extremes and in the value area.

So we’ll start by looking at the extremes and the value area on a
normal day.

Earlier, we said the market establishes parameters and then negoti-

ates between them, developing value. This is the negotiating process.

To help you see how the process establishes parameters (which are
extremes) and develops value, we’re going to examine the session on
9/5/86, time period by time period.

Before we begin, though, some background.

Extremes are formed when the longer-term trader competes with
the short-term trader for opportunities at that price level. The more
eager he is to compete, the longer the single print extreme.

10 show that the longer-term trader was interested enough to com-
pete, you need at least two single prints. One single print shows you
that the market offered an opportunity and no one wanted it.

The more single prints there are, the stronger the competition.

With that said, let’s look at the session on pages 22 to 33. Keep in
mind that extremes are formed by competition; the value area is
formed by rotations.

*The Market Profile® graphic is copyright by the Chicago Board of Trade 1991.
All Rights Reserved.
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The Murket Opens And
Moves Directionally

MARKET PROFILE"
CBOT US BONDS

Trade Price
97 14/32
87 1332
87 12132
97 1132
97 16/32
97 9{32
97 &3z
97 332
87 6/32
97 53¢
§7 432
87 332
87 2132
87 133
87

86 31132
B4 30732
9 29/32
96 281332
36 27132
96 2632
94 25/3%
94 24i32
95 23/37
$4 33132
86 21432
8% 20/32
96 19132
% 18732
96 17132
% 16/32
36 15/32
36 14/32
96 13/32
36 13/32
96 11732
94 10132
¥ 9ia2
g6 8/32
S5 7432
%% 832
8% 5/32
9 432

2" Graphic
Copyright Chicage Boawd of Trade 1986,
Dec (86} ALL RUGHTS RESERVED. 26/00/08

Half Rour Bracke? Times

# For the sake of

stmplicity, we're going to say the market opens at

97-14. In Part I, we'll discuss exactly where the market opens
and the implications.

# Selling moves the market out of the area—down 10 96-04. We
kpow it was selling because the market moves down to shut off
sefling. As the market moves down, it is advertising for an

OPPOSHE response,

i

# There 1s so much competition from the fonger-term seller that

the short-term trader bas to move the market down more than a

point,



Establishes Parameters

Market Profife® Graphic
MARKET PROFILES Copyright Chicago Board of Trade 1986,
CBOT US BGNDS ec (863 ALL RIGHTS RESERVED. 8$6/(9/03
Trade Prics Half Hour Bradket Times
37 14/37
§7 13/32

97 1232
97 1132
97 10432
§7 932
7 Bi32
9 132
97 6/32
87 532
7 4/32
97 332
37 432
% UR
47
86 3132
86 30/32
96 29/32
35 28132
§§ 2732
96 26/32
96 25/32
96 24/31
96 23/32
%6 2232
96 2132
6 20/32
36 19437
9 18/32
96 17132
B¢ 16/32
86 15132
96 14/32
96 13132
36 12/32
%6 1132
96 13132
% 9/32
36 832
96 7132
% 6{32
§8 532
56 4/32

'E':Z'?"‘S&'.'!'wkz«mbbbbhbbhb:»»»www»p»xmpmb

¥ The market gets an opposite response at 364, The buyer comes
in and the market trades up. We Know it was the buver becawse
the market moves up 1o shet off buying.

B The market rotates up in B period (o $6-23. We'lve established
initial parameters. Will they hold?

1o
72



Market Profile® Graphic

MARKET PROFILE® Copyright Chicago Board of Trade 1986.
CBOT US BONDS Dec (86) ALL RIGHTS RESERVED. 86/09/05

Trade Price Half Hour Bracket Times

97 14/32
97 13/32
97 12/32
97 11/32
97 10/32

97

96 31/32
96 30/32
96 29/32
96 28/32
96 27/32
96 26/32
96 25/32
96 24/32

9/32
8/32
7132
6/32
5132
4/32
3132
2/132
1132

> P> T T Yow Toe T X Toe I > e 35 T X T D> 3> T 2> I B> To-

96 23/32 AB
96 22132 AB
96 21/32 AB
96 20/32 ABZ
96 19/32 AB
96 18/32 AB:.
96 17/32 AB?
96 16/32 AB:
96 15/32 AB:
96 14/32 AB:
96 13/32 AB:.
96 12/32 AB:
96 11/32 AB:

96 10/32 K

9/32 A
8/32 AL
7132 A
6/32 A
5132 A
4/32 A

# The market gets an opposite response at 96-23 and rotates down

# The C period move is testing the low parameter. It takes out

24

in C period to 96-07.

some of the initial extreme but buying comes in at 96-07 and the
parameter holds.



Develops Volue
With Rotations

Market Profike” Gaphic

MARKET PROFILE" Copyright Chicago Board of Trade 1986,
CBOT US BONDS Dec (86} ALL RIGHTS RESERVED. 86/09/0%

Trade Brice Half Hour Bracket Times

g7

97

497
97
7
§7
97
37
7
97
37
%7

96 31132
96 30/32
96 29/32
6 28/32
3 27132

14732
47 1332
1232
§7 1132
97 18/32

532
Bi32
7132
837
532
4132
Y32
232
1432

96 26732

36 25132

96 24737

96 23112

% 22132

362U ABCH
96 20437 ABCE
96 19432 ABCH
3% 18/32 ABCE
96 17132 ABEE
9 16/32 ARCE:
9 15/32 ABCE
96 14/32 ABCH
8 13/32 ABCE
96 12/32 ABCH
36 11/32 ABCH
9 10/32 A
8 %32 &L
% 8732 &
%8 732 A
96 6132 A

% 532 &

95 4137 &

¥ The ket rotates up in D period 1o 96-21.

&

Because the market is rotating up and down, it appears to have
found an arca in which two-sided trade can occur. in other
words, selling at the high and buying at the low may have defined
the range. I 50, the market can now negoiiate between the
parameters 1o develop valoe

The market tested the downside in C pentod but it conldn’t trade
below the anfair fow. We may be dealing with a normal day.



Ex (mds Vulue , Market Profil§3® Graphic
p MARKET PROFILE® Copyright Chicago Board of ‘Trade 1986.

To The UPSIde CBOT US BONDS Dec (86) ALL RIGHTS RESERVED. 86/09/05
Trade Price Halt Hour Bracket Times
97 14/32 A
97 13/32 A
97 12/32 A
97 11/32 A
97 10432 4
97 9/32 A
97 8/32 A
97 7132 A
97 6/32 A
97 5/32 A
97 4/32 A
97 3/32 A
97 2/31 A
97 132 A
97 &

96 31/32 A

96 30/32 A

%4 29/32 A

96 28/32 A

96 27/32 A

96 26/32 Af

%6 25/32 A

96 24/32 A

96 23/32 AB:
96 22/32 AB:
96 21/32 ABCD:
96 20/32 AB(D:
96 19/32 AB(D:
96 18/32 ABCD:
96 17132 ABCD:
96 16/32 ABCDY
96 15/32 ABCDE
96 14/32 ABCD:
96 13/32 AB(D
96 12/32 ABCD
96 11/32 ABCD
96 10/32 AC

96 9/32 A

% 8/32 AC
96 7/32 AC

96 6/32 A

96 5/32 A

96 4/31 A

# The market starts to rotate up in D period. The up move attracts
more buying in E period. The market rotates up to 96-26.

# The up move, instead of bringing in an opposite response, is

bringing in a like response. The up auction is continuing. It is
expanding the value area.
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Expands Value Again

Marke: Prafile” Graphio

MARKET PROFILE® Copyright Chicago Board of Trade 1986,
CBOT US BONDS Dec {88y ALL BIGHTS RESERVED. 86/06/05
Trade Price Haoif Hour Brochket Times
97 1432 A
97 13132 &
97 1232 A
97 14432 A
97 10/32 A
37 9% A
97 8132 &
g7 13 A
47 6132 A
87 5132 &
87 4% &
87 3/32 A
87 2132 &
87 43z &

i A
96 31/32 &
%5 30/37 &
94 29{33 &
96 2832 &F
$h 27432 &
§6 26/37 AEF
96 2532 ARF
94 314132 AEF
%4 233% ABEY
$§ 32/32 ABEF
g% 21432 AB(DEY
95 20/32 AB(DE
98 19132 AB(BE
96 18/32 AB(BE
96 17/32 ABCRE
3§ 16/32 ABIDE
3§ 15732 AB(DE
96 14/37 AB(DE
98 13732 AB(D
96 13132 ABLD
36 1432 A8(H
9 10/32 AL
%% 9132 AL
36 832 : &
% Fia2 AL
96 /32 &
B 532 &
% 4/37 A

B The up move attracts more buving in F period. The market
roiates up 1o 96-29.

# Nowe the bigher tows and higher highs. Becaase the market
contimies {0 bring in a like response, the up atction is confing-
ing. The market is continuing 10 expand the value area.



Still Expanding Value

Market Profiie® Graphic

MARKET PROFILE® Copyright Chicago Board of Trade 1986.

CBOT US BONDS Dec {(86) ALL RIGHTS RESERVED. §86/09/05
Trade Price Half Hour Bracket Times
97 14/32 A

97 13/32 A

97 12/32 A

97 11/32 A

97 10/32 A

97 9/32 A

97 8/32 A

97 7132 A

97 6132 A

97 5/32 A

97 4/32 Ai
97 3/32 A
97 2132 As
97 1/32 As
97 A
96 31/32 A

96 30/32 A

96 29/32 AR
96 28/32 AF:
9 27132 AFE
96 26/32 AEF
96 25/32 AEF
96 24/32 AEF
96 23/32 ABEF
96 22/32 ABEF
96 21/32 ABCDEF
96 20/32 ABCDE
96 19/32 AB(DE
96 18/32 AB(DE
96 17/32 AB(DE
96 16/32 ABCDE
96 15/32 ABCDE
96 14/32 ABCDE
96 13/32 ABCD
96 12/32 ABCD
96 11/32 ABCD
96 10/32 AC

96 9/32 AC

9 8/32 AC

9% 7/32 AC

9% 6/32 A

96 5/32 4

96 4/32 A

# Buying activity continues in G period and the market rotates
up to 97-04.

28

# Note how the expanding value area is taking out some of the

initial A period extreme at the top. You can see that the market
is using the entire range to develop value,



Finds The Top Of Volue

SMARKET PROFILEY Cc. pyngh 3t {hicage {)c 3 of Trade 1986

CROT US BOHDS Dec {863 ALL RIGHTS RESERVED. 86/0%/05

?rads Prics Haolt Howr Brocket Times
14132 A
E3!’22 A

97 12/3% &

‘é? [RTEY] A
732 &

9"' 832 3

§7 8/32 A

97 7i32 &

87 433 4

§7 3/32 A

§7 432 AG

§7 3432 46

§7 a2 46

g7 132 AG

57 AB

94 31732 AGH

9% 30/32 AGH

$4 28/3% AFGH

9% 28132 AFGH

9§ 27132 AFGH

3§ 26/32 &EFH

9% 2532 ARFE

9% 24132 AFFH

36 23/32 ABEFH

B 22{32 ABEFH

96 21732 ABCREFH

96 26/32 ABCDEH

36 19132 ABCDEH

9% 18/32 ABCBE

96 17132 ABCRE

B 16132 S8(BE

84 15/32 ARCDE

$5 14132 ARCBE

86 1332 8B

¥4 12732 BB

%6 Y1132 ARCD

9% 1832 &

%5 9/32 &

G 8/32 A

86 7i32 A

85 532 4

8% 5/32 A

9 4/32 &

¥ Ar 97-04, the market has moved high enoagh to bring in an
oppmife response. The up auction ends and the market staris to
rotate hack down.

# Note that the end of the up aucton is the beginning of the down
aaction. In other words, the end of the up rotation in O perind
ig the beginning of the down rotation in H period.

8 Also note how the up move averlapped time periods. 1 vou
bought at 96-11 1n D pertod, vou didn’t have to offsel antil G
period when the market brought in an opposiie response strong
enonigh to reverse the up move,

24



con"nue,s TO Dev‘?lop MARKET PROFILE®
Value With Rotations CBOT US BONDS

Trade Price

97 14/32
97 13132
97 12/32
97 11/32
97 10/32
97 9/32
97 8/32
97 1/32
97 6/32
97 5/32
97 4/32
97 332
97 2/32
97 132

96 31/32
96 30/32
96 29/32
96 28/32
96 27/32
96 26/32
96 25/32
96 24/32
96 23/32
96 22/32
9 21/32
96 20/32
96 19/32
96 18/32
96 17/32
96 16/32
96 15/32
96 14/32
96 13/32
96 12/32
9 11/32
96 10/32
9% 9/32
9 8/32
9 7132
9 6/32
9 5/32
9% 4/32

Market Profile® Graphic
Copyright Chicago RBoard of Trade 1986.
Dec (86) ALL RIGHTS RESERVED. 86/09/05

Half Hour Bracket Times

D= > > > T B = > 2

ABEFH:
ABCDEFH:
ABCDEH:
ABCDER:
AB(DE:
ABCDE:
ABCDE:
ABCDE:
ABCDE:
ABCD:

# The down move brings in more selling. I period starts trading at
96-22 and rotates down to 96-09.

# The down auction that began in G period is continuing.

30



Rotates Between Parameters Macket Profife’ Uraphic

MABKET PROVILE® Copyright Chicago Board of Trade 1988,
CHOT US BONES Dec (836 ALL RIGHTS RESERVED. &6/04/05
Trade Price Hall Hour Brockst Times
97 14732 A
97 1312 A
87 12132 &
37 132 3
97 18/32 A
97 un A
97 832 &
§7 a2 &
87 432 A
37 532 4
97 4fag &6
4 yw AG
97 2i32 it
7oy 46
H A6
86 31/32 AGH
%6 30/3¢ AGH
96 28/32 AFGH
3§ 78/32 AFGH
9 27132 AFGH
9% 26/32 AFFH
96 25/32 AEFH
36 24/32 ALHH
9% 23/3% ABEFH
96 22132 ABEFHI
962032 ARUBERHL
B 20/32 ABCDERL
9% 19/32 ABCDER{
96 18/32 ABCBEL
% 13132 AB(BEI
96 16/42 AR(REL
86 15132 AB(BEL
36 14/32 AB{DE
96 13/32 ARCD
9 12132 ABCE
96 11/32 ABCD
8% 10/32 Al
§& 932 AL
85 Bi32 #
%4 732 A€
§& §/32 A
56 5i32 4
96 4132 4

B oA 96-09 in | perind, the selling seems 10 dry up. In other words,
it seems as though the last seller has soid and the down mowe
Stops.

& Buoving comes in and the ywarkes votaies up to 86-21 in § period.



Defines Vqlue MARKET PROFILE”
More Precisely CBOT US BONDS

Trade Price

97 14/32
97 13/32
97 12/32
97 11/32
97 10/32
97 9/32
97 8/32
97 7132
97 6/32
97 5/32
97 4/32
97 3/32
97 2/32
97 132

96 31/32
96 30/32
96 29/32
96 28/32
96 27131
96 26/32
96 25/32
96 24/32
96 23/32
96 22/32
96 21/32
96 20/32
96 19/32
96 18/32
96 17/32
96 16/32
96 15/32
96 14/32
96 13/32
96 12/32
96 11/32
96 10/32
9% 9/32
96 8/32
9 7/32
9% 6/32
96 5/32
9 4/32

Market Profile® Graphic
Copyright Chicago Board of Trade 1986.
Dec (86) ALL RIGHTS RESERVED. 86/09/05

Half Hour Bracket Times

> > = X> T > T B> B> >

AEFHE
AEFHE
AFFHE
ABEFH:
ABEFHI
ABCDEFHIE
ABCDEHI)
ABCDEHU
ABCDEL
ABCDELS
ABCDE!S
ABCDELS
ABCDEY
ABCDH}
ABCDIS
ABCDIS
ACt)

ACl

AC

AC

A

A

A

# The up move brings in more buying and K period continues the

rotation up to 96-31.

# Note that the rotations are starting to define value more pre-
cisely. The market spent the most time between 96-29 on the
upside and 96-11 on the downside.
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TPO Value Arec Complete

) Market Profile” Gaaphic
MARKET PROFILEY otit Chicago Board of Trade 1886,
CROGT LIS BONDS i6} ALL RIGHTS RESERVEL, R6/00/03
Trade Price Half Bour Bracke? Timss
97 14/32
§7 133
§7 13/%2
g7 1}
§7 18
37 9
§
7

57
&7
3 &
§7 5
97 4

3

i

87
97
7
$7 AL

96 31/32 AGRK

¥4 30/32 AGHK

86 29/32 AFGHKL

84 28132 AFGHKL

8 27132 AFGHKL

96 26/32 AEFHKL

96 3532 ARFHKL

%6 24132 AEFHKE

96 2342 ABEFHIE

56 22/32 ABEFHIL
86 21/32 ARCBEFHIIKE
%6 20432 AB(BEHIE
96 19/32 ABIDEMIS

%6 18132 ARCBELS
9 17/32 ABCBELL
%6 16/32 AB{BELL.
94 13/32 ABCDEL:
9% 14132 ARCBEI
9 13132 ABCBIL

% 12/%2 ABCBH
3 11/32 AB(BH
96 18/32 ALY
% 1 A
9% B/32 AL
8 /32 AL
9§37 A

95 5332 4

36 4/3 A

# The up move o K briogs in selling the sarket rotates down in L

B A the end of the session, the negotiatiag process has defined an unfair
fugh area {rom 97-14 {0 B7-05, and an unizie Jow area from 2604 1o
86-06 with value in between,

B The market nogminted along the entire range 1o find the price area that
most precisely represented vaidae, It tested the upside 1n G period and
the downnde in € perind.

B oIn s session, the range that roost precisely represented value was
defined by 96-28 on the upside and 6-12 on the dowaside. This was the
range w which 70% of the day’s irade ocourred — the volume value areq.

B Wha Rreidimayer calis the “TPO value ared” s defined by 97-04 on
the upside and 9607 on the downside. This is the area covered by the
vaige area rowations. Rotaitons in © and 3 pertods ook oot some of 33
the inigal A pericd extremes.
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Relating To The
Bigger Picture

The longer-term trader was relatively active in the value area on
9/5/86 because the rotations are relatively wide.

When he is not very active, you have a session that looks like the
example below.

This is a profile of bond futures on the day after the Thanksgiving
holiday, 11/24/89 —a traditionally inactive trading session.

Volume for the Dec contract on 11/24/89 was only 116,840. There
are no extremes, a two-tick range extension (the entire range was
only nine ticks) and extremely narrow value area rotations.

Market Profile® Graphic
MARKET PROFILE® Copyright Chicago Board of Trade 1989.

CBOT US BONDS Dec (89) ALL RIGHTS RESERVED. 89/11/24
Trade Price Half Hour Bracket Times
99 29/32 BCDEF

99 28/32 ABCDEF

99 27/32 ABCDEF

99 26/32 ISACFG

99 25/32 ISACFGH

99 24/32 ISACFGHI

99 23/32 ISFGHIJKL

99 22/32 FGHIJKL

99 21/32 F

All market activity is essentially a variation of the two types of
behavior you’ve seen in this session:

B behavior that results in an imbalanced directional move.
B behavior that results in balanced rotations.

The imbalanced, directional A period move down occurred because
market participants were seeking a fair price. The balanced rota-
tions occurred because market participants found a fair price at
96-21 and were selling above and buying below.

Understanding these behavior patterns will make it easier for you to
react quickly to opportunity as the day develops.

Each kind of day—normal, normal variation,-trend, neutral —
creates a different kind of opportunity: a balanced situation creates
opportunity with rotations; an imbalanced situation creates oppor-
tunity with a directional move.

You’ll be able to trade earlier and more effectively if you recognize
which situation you're dealing with.

For example, if you recognize a normal day early, in other words a
balanced situation, you won’t waste time on strategies that capitalize
on substantial range extension. Instead, you’ll concentrate on buy-
ing the low and selling the high of the value area rotations.

Consider the session we’ve just examined. Look at page 33.

The early parameters established in the first half hour contained the
day’s range. You were dealing with a balanced situation so there was
no opportunity fo sell at the low end of the range after the buying
came in at 96-04.



Who Is Most Active

In The Valuve Area?

E‘Xtrey

Extreme

Value

The longer-term
trader believes
value will be
higher next
week.

The longer-term
trader is willing
to buy here in
today’s value
because he
thinks value will
be higher next
week.

Buying at the
top of today’s
value is
advantageous in
relation to his
longer-term
opinion of
value.

Today’s value area

As value developed between the parameters, the longer-term trader
tested the low parameter in C, I and J periods. But it held because
the longer-term trader never came into the market with enough
volume to tip the initial balance. The result: no range extension.
Therefore, recognizing the down rotation in C period as an oppor-
tunity fo buy would have given you an edge.

Now that you’ve seen how a value area develops, we’re going to
determine which longer-term trader—buyer or seller—is most active
in the value area. Although they’re both going to be active at
various times in the session, we are looking for the net influence at
the end of the day.

We are able to make this determination because the longer-term

trader has a known behavior pattern when he trades in the value
area.

The behavior pattern: the longer-term trader gives up an edge in
order to make the trade. He’s willing to do this because something
that is fair in the day can be a bargain in a longer-term time frame.

In other words, when the longer-term trader makes a trade in the
value area, he is buying low or selling high in relation to longer-
term value —not in relation to today’s value.

The behavior pattern’s effect: an imbalance in the value area.

If the longer-term buyer is most active, the value area is slightly too
high because he is willing to buy at a slightly higher price. If the
longer-term seller is most active, the value area is slightly too low
because he is willing to sell at a slightly lower price.

How do you find the imbalance? Look at page 38 on the left.

Use the fairest price in the value area—the price that trades in the
most time brackets—as your reference point. If more than one price
trades in the same number of time brackets, choose the one closest
to the mid-point of the entire range.

We’re taking the one closest to the mid-point of the entire range
because, as you saw in the example we just went through, the
market uses the entire range to find value. It establishes parameters
and then negotiates along the entire range between them.

Draw a line through the TPOs opposite the fairest price.

Now count all the double prints above the fairest price and all the
double prints below it. (Double prints refer to any row of TPOs
opposite a price in the day’s range with two or more TPOs in it.)
We're counting TPOs because they represent market activity. In this
example, there are 70 above and 89 below.

The imbalance we are looking for is on the side with the least
amount of activity because the longer-term trader is only a small
percentage of total trade in the value area.

To explain more fully, the value area is primarily for traders seeking
a fair price.
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Range Extension

Therefore, the side with the most activity Aas to be short-term activ-
ity. That’s where the price in the value area will be fairest. In other
words, no one is giving up an edge there.

Returning to this example, the side with the least amount of activity
is above the fairest price. Since the market moves up to shut off
buying, the longer-term buyer was most active in this value area.

There are more value area examples on the right and on page 39.

You don’t know until the end of a session which longer-term trader
was most active because the seller can be most active at one point
and the buyer at another. Consequently, the value area can be
slightly too low at one point and slightly too high at another. To
demonstrate, see page 40.

It’s not necessary to do a TPO count on trend days. It is obvious
from the rotations which longer-term trader is most active in the
value area because the market is moving in one direction. Look at
the trend day example on page 17 again.

Now were ready to examine the third form of activity: range
extension.

So far, we've looked at extremes formed by competition and the
value area formed by rotations. Range extension occurs when the
longer-term trader enters with enough volume to tip the market’s
balance.

To examine range extension, look at the example on page 41.

Look at the pioneer range (first column in the profile graphic). You
can see that the initial balance area covers 608 to 602 1/2. The long-
term seller entered the market with enough volume in F period to
tip the initial balance and extend the range down.

Range extension down continued in G and K periods until it about
doubled the initial balance area. Who was responsible for tipping
the market’s balance? We know it was the seller extending the range
down because the market moves down to shut off selling.

Also note that the single prints in K period do not form an extreme
at the low. The K period range extension is an untested price probe.

The reason: K is the last trading period in the CBOT grain con-
tracts. Therefore, we don’t know for sure if the market traded low
enough to find an opposite response. There may have been competi-
tion from the buyer but we can’t be certain. In other words, com-
petition couldn’t be confirmed by subsequent activity because K
was the last trading period.

Consider the D period extreme at the top of the range.

D was the market’s first trading period. So you know that the seller
was competing for opportunities at that level. His competition was
confirmed by the trading that occurred later in the session.






