MARKET

PROFILE

FROM THE

A SIX-PART
STUDY GUIDE TO

TPO COUNT TO

DISTRIBUTION AND

LIQUIDITY DATA BANK®

VOLUME ANALYSIS




¢ B O T°

MARKET

PROFILE®

PART 1

READING THE MARKET PROFILE® GRAPHIC

® ChicagoBoardof Trade

Internet Address http://www.cbot.com



Care has been taken in the preparation of this material, but there is no warranty or representation expressed or
implied by the Chicago Board of Trade to the accuracy or completeness of the material herein.

Your legal counsel should be consulted concerning legal restrictions applicable to your particular situation which
might preclude or limit your use of the futures market described in this material.

Nothing herein should be construed as a trading recommendation of the Chicago Board of Trade.

©1996 Board of Trade of the City of Chicago,
ALL RIGHTS RESERVED. Printed in the USA.



PART I:

READING THE
MARKET PROFILE® GRAPHIC

CONTENTS
INTRODUCTION

THE MARKET’S ORGANIZATIONAL STRUCTURE

The Conceptual Framework

The Market Profile® Graphic

Kinds Of Range Development

Range Development And Balance And Imbalance
Monitoring Activity With The Market Profile® Graphic
Relating To The Bigger Picture

Who Is Most Active In The Value Area?

Range Extension

Initiating And Responsive Activity

11

12

18

21

34

35

36

45



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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