
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
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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

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.




