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Disclaimer: Futures and options trading have large potential rewards, but also large
potential risk. You must be aware of the risks and be willing to accept them in order
to invest in the futures and options markets. Don't trade with money you can't

afford to lose. Th s is neither a solicitation nor an offer to buy or sell futures, stocks
or options. No representation is being made that any account will or is likely to
achieve profits or losses similar to those discussed here. The past performance of
any trading system  or methodology is not necessarily indicative of future results. If
you decide to invest real money, all trading decisions should be your own.

CFTC Required Disclaimer: Hypothetical or simulated performance results have

certain inherent limitations. Unlik e an actual performance record, simulated results
do not represent actual trading. Also, since the trades have not actually been

executed, the results may have under T or over T compensated for the impact, if any,
of certain market factors, such as lack of li quidity. Simulated trading programs in
general are also subject to the fact that they are designed with the benefit of

hindsight. No representation in being made that any account will or is likely to

achieve profits or losses similar to those shown.

Special Thanks To: Ninja Trader.com is the award winning trading software and
platform which | use to generate my charts.

Copyright 2015
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INTRODUCTION TO ORDER FLOW

My name is Michael Valtos and since 1994 | have been trading for banks
(JP Morgan and Commerzbank) as well commodity trading houses
(Cargill and EDF Man) and for myself. While trading for the investment
banks | learned how to get information out of the market and how to
trade off that information into a profitable position; when there is an
opportunity to earn a significant return relative to risk you get into a
position. While trading at commodity trading houses | learned to think
how commercial end-users think; you are always in a position just by
being in that business whether or not you chose to hedge a position in
the futures market. While trading for myself | learned to take low risk
high return trades; | do not try and capture every random move in the

market. What | look foris what | liketoc a | | NnStress Free

me are low risk entries that have high profit potential. | have enough

stress in my I|Iife I dondot want tradi

Order flow analysis is a visual representation of market price movements
constructed by recording the volume traded on the bid and the offer as
opposed to just looking solely at price. The value in order flow analysis is
in instantly confirming market tops and bottoms when they form,
determining where changes in supply and demand have occurred and
providing insight into market psychology and market conditions.

Here is an Orderflows chart compared to a traditional candlestick chart:
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Nor mal bar charts only show the open,
show how much traded on the bid and of
strong the buyers and sellers were. Orderflows charts tell you that.

New traders are always trying to find the Holy Grail when it comes to
trading. A way to trade that will allow them to pull money out of the
market as if it is their own personal cash machine, a secret order to the
markets based on price indicators and moving averages. However,
when it comes to the market there are no secrets. Nothing in the market
Is 100% certain. Hard work, practice, sound money management and,
most of all, discipline are what will make a trader profitable.

Just as the alchemists used to try to turn lead into gold, mathematicians
and computer programmers come up with new indicators to try and
predict the next market trend. Gann enthusiasts and Elliot Wave
practitioners throw stones at me when | say the market is not ruled by
mathematical formulas.

Not much has changed over the last 100 years of trading except the
advent of computers making the dissemination of market information
faster. Traders still look at the open, high, low, close and volume in
almost the same fashion as they did 100 years ago. Traders still look at
the ticker tape, although now they refer to it as order flow. Computers
have made tracking the trades as they occur much easier and allows for
the data to be analysed and deciphered.

The Japanese have a saying Aconsult ¢t}
which means that when trading the market, we should pay close

attention to the market movement is telling us, rather by swayed by

information outside of the market, either fundamentally or technically. In

volatile times, a fundamental trader/analyst can be exactly right about

the market but they can get run over in the short run. A long term trader

needs to be aware of what is happening in the market in the short term.

l't 1 snd6t just the retail traders that
big institutional hedge funds not watching what is happening in the

market. In the case of Clive Capital, the fundamentals were still bullish,

the technicals were something that rarely happens - the market moved 5

standard deviations. None of that stopped the market.
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édinni_(;dity hedge fund loses $400m in
oil slide

By Sam Jones in London

«$ share~ X Authoralerts~ B3 Print $: Clip

Clive Capital, the world’s largest commodity hedge fund, has been left nursing losses
of more than $400m as a result of the collapse in the price of oil last week.

London-based Clive — which manages an estimated $5bn of client money — is the
biggest of several large hedge funds believed to be reeling after the unexpected sell-
off hit markets late last week.

ﬁ @ m Others, including Astenbeck Capital, the Phibro-owned
fund run by Andrew Hall, are thought to have taken
double-digit percentage point losses to their portfolios,

More according to investors.

ON THIS STORY

The scale of the losses demonstrates that even the
savviest investors in commodities were wrongfooted by

In depth Hedge funds

Qil leads commodities price

plunge the correction, one of the sharpest one-day falls on
Hedge funds gain on Libya turmo: record.
In depth Oi

In a letter sent to investors on Friday and seen by the
o L Financial Times, Clive said it was down 8.9 per cent on

Qil at 6-year low as commodities ) ) . )

tumble the week after what it called “extraordinary” price

US crude oil prices dive below 540 movements on Thursday. Clive’s management said it

2bane was at a loss to explain what had caused crude oil

markets to be “annihilated”.

IN COMMODITIES

Gold regains haven allure in equity

rout

Crude’ losing streak nears . cq e .
T Clive’s letter said: “The move in Brent represented

about a 5 standard deviation move, while WTI was a 4
standard deviation move”. A five standard deviation
daily move is an exceptionally rare event.

-’ e “Economic data were soft early in the week though
ZTS t micro news for oil continued to be bullish. Indeed
there was news out earlier in the week of further

supply disruptions in Yemen and a substantial
technical supply outage in the UAE,” the fund said.

Sign up now

FirstFT is our new essential

Woul d order flow analysis have hel ped
do know that when | see smoke | look for a fire and if there is a fire | run
for the exit. I donot wai t around for

Ik now what you ar e ¢ offetrsgystoluywvehany, @A Warr
everyone is selling and sell when ever
the crowd mentality. While that is indeed true most of the time, you have

to get out when the signs are there. If you are an American visiting Iran

and peopleare chanting fAideath to Americansao
get out there. Granted that is an extreme example, but you should get

the point. If the market is telling you to get out, you should get out.
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Order flow is not another form of technical analysis per se. Technical

analysis is the study of prices as they appear on a price chart and it

assumes that current prices represent all known information about the

market. The problem with thatisthattradedpr i ces dono6ét | ust
intrinsic facts about supply and demand numbers, prices also take into
account peopleds expedtdarflovanalgsisshout t
dynamic,real-t i me way to view the market s e
market state. Its primary benefit rests in its unique ability to see a clearly

who is in control of the market based on market generated information

as it happens.

The key elements of order flow are price, traded bid volume, traded ask

volume. When these elements are displayed in an order flow chart,

traders who understandor der f 1 ow wi | | be able to
areas of strength and weakness. Every market moves up or down based

on the interaction between supply and demand. Traditional charting

techniques or analysis do not accurately allow you to analyse,

understand and interpret the fighting occurring between supply and

demand. Order flow charts allow you to dissect supply and demand

balance in real time as it is happening. You will understand which side is

in control and be prepared to respond when it changes.

As we are taught in Economics 101, prices are a function of supply and

demand, and both supply and demandareaf f ect ed by peopl ed
emotions. Mar ket s move based on peopleds ne
their future expectations of needs. The problem is that a traditional bar

chart does not accurately measure nor reflect the emotions of the market
participants.

Order flow analysis allows a trader a quick read on changes in supply
and demand. By analysing the price movements of the volume traded on
the bid and ask, a trader is can confirm a trend continuation or reversal
early on and gauge market sentiment by determining how aggressive
the market traded.

In the past it was difficult to read and understand order flow, however
advances in technology and the exchanges have made reading and
following order flow accessible to anyone who is interested to learn it.
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The advantage of order flow analysis is that it shows the trader a very
clear visual image of what is happening in the market. It provides a
deeper insight into the market when compared to other types of charts.
The market signals that show up in the order flow are not available in
other forms of bar charts. Now you can see and determine for yourself
how aggressive the buying or selling in a bar really is.

It is a fact that institutional traders are the first to act when a big move is
about to happen because they have the money to move the market and
they are often the traders that give the market the push it needs to get
started moving. In the past there used to be a trading floor where
independent traders who paid big sums of money to be in the trading pit
would yell and scream while trading with brokers who were executing
the institutional t rader 6s orders. When a sizab
trading put the independent floor traders could make an educated guess
if the order would move the market and trade accordingly. Today there
are no trading pits. There are no people screaming to execute their
trades in a trading pit where you can see which players are buying and
selling. Trading is done electronically now. However, electronic trading is
anonymous and quiet. You need to be able to read the footprints the
institutional traders leave behind in the market.

Roughly 95% of traders lose money. Why? Losing traders make trading
decisions based on indicators such as RSI, Stochastics, MACD, Moving
Averages, etc. All these indicators are derived off of price. | find it is
better to just look at price and how the market participants react to price.
Price is an advertising mechanism. It is there to get you into a trade.

Losing traders are your edge in the market. It is their money you have to
take. In order to do that you have to approach and read the market in a
way that is different than what the 95% of losing trader do.

Many traders are led to believe that they can blindly follow a mechanical
system that is based on a mathematical formula and back tested on 20
years of data to show its profitability. But what they fail to understand is
that it is not mathematical formulas that move markets.

You do not need an advanced degree in Applied Mathematics to
understand and make efficient use of order flow. Even financial experts
dondét know all the answer s. Nobody doce
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help a trader make the right decisions, to spot weak highs and lows, to
spot aggressive buying and selling and much more.

Other traders think they can just
computer program and sit back and make monthly withdrawals from

their brokerage account. They think they can make the money
successful traders do with an off the shelf computer program. They do
not want to put in the hard work necessary to develop the skills to
become a successful trader.

A trader has to learn how to trade, not learn how to take a trade. What |
mean is a trader has to learn how to read the market, learn how to
anticipate what the market will do based on what it is telling you and go
with it. If you talk to any aspiring trader they will tell you all about the
latest indicator or moving average crossover they are using to trade.
That is not trading, that is just taking a trade.

o So how does one
L | = = 28 .
, N —— " make money trading?
ES09-15 - 30Min - | i)~ - & & |- [8] | =} [ B B [T Display - . :
Order Flows Trader(ES 08-15 (30 Min),Bar, 100, Color [LightGreen], Colar [Red] [Font: Nﬂl‘l‘lﬁ By IIStenIng to What
[~ 1940.00 . .

the market is telling
you and using
strategies and taking
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an edge by being
more knowledgeable
than most of the other
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dondot pay oadertfloevnGne abthe benefits of order is that you

donbét have to analyse every tick. Mo s t
What you are looking for are numbers that stick out and then ask

yourself what is going on in the market.

Be realistic in your thinking and approach to the market. At any given

moment there are literally thousands if not tens of thousands of traders

watching the market with the intention of finding a profitable trade to

take. You dondot need a crystal bal | tc
just have to get in before everyone else does.

Time may prove me wrong, but | worry about the state of the markets

when all the big trading firms only want to hire traders with advanced

math degrees. | t doesndt take a PhD tc
| have always felt that trading is like most professions in as much as the
accumulation of knowledge is concerned. Markets do not always do

what they are supposed to do.

Trading futures is a business just like any other. It is easy to be dazzled
by the stories of the million dollar bonuses. Most people trade the
markets for one reason i to make money. A successful trader has a
business plan (trading plan T when to get in and out), a budget (trading
capital), an operating plan (money management) and most importantly
has discipline and will use that discipline to stick to their plans and make
money. They recognize when it just i st
the day. They know when to be aggressive and when to back off.
Tomorrow is another day. Futures markets are open every weekday.
Successful traders trade on their own terms and conditions. When the
conditions are ripe they go in for the trade, if not they wait. Successful
traders approach trading as a business like any professional would.

We all want the big money as a trader. When we watch basketball we all

want the amount of money Michael Jordan made or what Lebron James

makes now around $20 million a year. The fact is those guys are

superstars and the best at their trade. Look at lesser players like Ray

Allen who is Basketball s All Ti me | ec:
million dollars a year. He comes on late in the game and shoots and

score 3 point attempts. He specializes is one thing, but he does it
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extremely well. He has become a master at it. Trading is the same way.
Understand the basics and become a master in an aspect of trading.

Every mother wants their child to grow up to be a doctor. Why? Because
they know doctors make very good money. But | am sure among the
doctors you know, the ones who make the most money are those who
specialize in one area and are experts in their field of training, like the
cardiologist or neurosurgeon. Some of the highest paid professionals are
specialists. The point here is that in almost every field you can make
good money by specializing in a certain area.

Most people who are new to trading do not take the time to become

experts in an area of trading. They jump from indicator to indicator when

they experience a loss. These new traders then think they know it all

when it comes to the market. But the f
problem is they havendét taken the ti me
what makes it move.

Retail traders often place way too much emphasis on finding the
absol ut e np e rtfadeaevithahe sght balaacmof technical
indicators. Professional traders make their trading decisions without
relying on indicators and cluttered charts.

Global political events, monetary policies, economic reports and other
external fundamental forces are key factors in what drive price
movements. These factors cannot be measured with an oscillator or a
moving average. Knowing how to read the order flow, what is happening
in the market, as these fundamental forces appear give you an edge
over other traders who are simply following indicators or oscillators
which lag price.

If I achieve my objective through this book, | will have taken you to a
new level of understanding the market that most traders never think
about or understand. As with any way of trading the markets one must
proceed with baby steps when starting out. Make sure you understand
what you are doing before jumping in as there are risks involved when
you start trading with new ideas and concepts.

A

Enough of this preaching,let 6 s g e t heartrof the matter arel
begin to learn how to use order flow to become a profitable trader.
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BENEFITS OF TRADING ORDER FLOW

Order flow shows the market psychology. What is happening in the
struggle between buyers and sellers. There is no other form of analysis
that shows you how aggressive traders are being in the market, among
other things.

Beginning traders often spend their time coming up with trading systems
that show amazing win-loss ratios of 80% winning trades, profit ratios far
exceeding $3 profit to every $1 loss and generating millions of dollars
when back tested. So they open a trading account and promptly lose all
their money. They think the markets are logical when in fact it is
psychological. It is the emotions of the market participants that dictate

their buying and selling, not mathemat

reach a high and turn because the RSI says the market is overbought, it
turns because the sellers have overwhelmed the buyers or the buyers
have disappeared.

Institutional traders make their money by being on the right side of the
market when it moves. These traders work for banks, large corporations,
hedge funds and governments. They
market very often because it will ultimately cost them their job and cushy
lifestyle. At times these traders may be privy to information not readily
available to the general trading public. These traders are able to see
major trends before they take place and position themselves

cancd

accordingy. They donét rely on technical T

systems. They use the black box between their ears called their brain.
What is great about order flow, is that their actions are recognizable in
the volume after their trades. This enables the order flow trader to
understand what is happening in the market before other traders are
able to notice what is happening.

Order flow helps to remove the randomness from trade decisions.
Traders who use technical indicators are basing their trading decisions
on combinations of fast and slow moving averages. There is no logic
behind it. Why should a 21 day moving average be that much better than
a 20 day moving average? Technical indicators just curve fit past results
to make the results look pretty. We have all seen the charts showing a
perfect MACD trade giving a buy signal at the low and sell signal at the

high. But you dondt see the charts

W h e
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every other bar, buy, sell, buy, sell, buy, sell, etc. Order flow will help to
keep you out of the choppy markets.

Order flow enables a trader to make accurate trading decisions. It is
easy to make money when the market is trending beautifully in one
direction. But the mar ket doesnoét
stops, continues, turns direction, etc. Most technical tools lag the current
price. When market behaviour starts to change you need to quickly
adapt. Order flow shows what is happening in the market NOW so that
you can capitalize on the opportunities as they happen. Order flows
shows you why prices turned at a level. Order flow shows you how
aggressive the market participants are.

Order flow provides and objective means to quantify risk. Every trading

al we

book says to Acut your | osses short ar

great in theory, the reality is when you cut your losses short, you also cut
your potential profits. Technical and fundamental traders struggle to
know when to cut losses short. There is no technical indicator that says
you can cut a position short here or there. Order flow shows you exactly
where to get out of a trade when it is not going as planned. You are not
left to guess if a trade is working out or not. You will know before you get
in. Additionally order flow shows you when there has been a change in
supply and demand which will help you determine if you should indeed
cut your losses short.

Order flow allows for more structured and less stressful trading. All
traders look for low risk trades, but | take it a step further and look for
low stress trades. We all have enough stress in our life, there is no
reason why trading should add to it. Order flow allows you to know the
areas to get in and the area where you will know if a trade is not working
out.
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EXAMPLES OF ORDER FLOW IN EVERYDAY LIFE

Non-traders think trading futures is some black art that is only for those
on the inside and if you try to explain what order flow analysis is to them,
they will think you are some sort of voodoo witch doctor. Actually we are
all order flow traders in real life without realizing it. In our everyday life
we are confronted with decisions about value of things, whether it is
deciding to fill up your car with gasoline at Shell or Texaco based on
price or reading about a sale for the latest hand phone. We make
decisions based on based on our perceived value of a product relative to
what we are willing to pay for it and how desperately we need it.

When you buy a car you go to a car dealer with an idea of what the car
you want to buy is worth and what you are willing to pay for it. The
dealer knows what the lowest price is that he can sell it at. You and the
dealer negotiate back and forth until both of you are happy and agree on
a price. Within the negotiation one of you had to be the initiator in the
trade. Either the dealer came down to the price you wanted to pay or
you went up to paid the price the dealer was offering to sell the car to
you.

Women dono6ét realize but they are on t
and market forces because the fashion business operates just like the
market. Trends in fashion are constantly changing, skirts get shorter,
certain fabrics become more popular as do colours. Clothing stores
watch their inventory and anticipate changes in fashion trends to make
sure they are adequately stocked with items where there is strong
demand and they can charge high prices. The stores lower prices on
items when the demand is waning and they can still make a profit on it. If
a store does not change its position quickly enough and go down on
price on items with dying demand they will be forced to sell those items
at a loss.

Your body temperature fluctuates during the day, most of the time your
temperature is within a normal range of 36 to 37 degrees Celsius. Body
temperature tends to be at its lowest during the morning and it is at its
highest during the afternoon. Many outside factors such as exercise,
eating, consuming alcohol or catching a virus can cause your
temperature to rise outside its normal range. If it reaches a certain level
and stays there for a prolonged period you know you are not healthy.
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The markets are the same way, only instead of temperature you are
dealing with prices. If a price is too extreme it can be a sign of the
market being unhealthy. When external factors are added to the normal
routine, the market can and will react to it, just like your body
temperature.

It doesndét al ways rain whadmghtshmeg s ky i s
sun indicate warm weather. Weather predictions depend on such factors

as the time of year, high and low pressure areas, barometer readings,

etc. The markets behave the same way. Just because a chart indicates
something should happend oesnét mean it wil/ happe
fundamental analysis leads you to believe prices should go up that they

will. You need to look at what is actually happening in the market to

know what is happening in the market.
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ORDERFLOWS SOFTWARE

There are several different order flow software vendors in the market. |

tried most of them. The prices range from a few hundred dollars to well

over $3000! The scary part is people actually spend $3000 and more for

trading software thinking it will make them a better trader. It is tempting

when you see their slick sales pitch.
hours a day and make $10007 If you could guarantee me $1000 a day

profit trading for only 2 hours a day, sign me up. Unfortunately there are

no guarantees in trading and it takes work, sometimes a lot of work.

| created the Orderflows software so that reading and understanding
order flow is easier based on what | feel is important to the trader. |
spent the better part of three decades trading all different sizes of
orders. | traded more than my share of thousand lot orders. | know the
Impact certain types of orders and trades have on the market. | know
what it is like to trapped in a position and need to scramble to get out. |
know what will happen to the market when | step in with 1500 lots to buy
and create a low of the day. There are a lot of market intricacies that the
current order flow software just did not highlight or explain. | found a
coder and gave him my instructions and the result is the Orderflows
software.

When creating the Orderflows Trader software | wanted the indicators to
be displayed automatically on the chart. The beauty of order flow
analysis is that it can be applied to any timeframe, range-frame or
volume-frame with consistent results.

Orderflows Trader software can be used on its own or in conjunction
with whatever method you use to analyse the market and make trading
decisions.

| purposely wanted to keep the chart clean and uncluttered so that it is
easy to see setups as they are happening. The only squiggly line on my
chart is the high and low for session.



Pagel6 of 150

5% ZF 12-15 (30 Min) 10/9/2015 L =la] =
ZF12-15 - 30Min - | i}~ /- & - @ |2} & & [ [T Display -
Ordler Flows Trader(ZF 12-15 (30 Min), Bar, 100,Color [LightGreen],Color [Red] [Font: Name=arial, Size=7, Units=3, GdiCharSet=1 GﬂlV!rtil:.!.FIt E
- 119200
o | as 119196
All the Inf t d ==
! e information you need 7 |< e
1.297 : ' 663 | 1856
* In a clean chart! .
: 2z | s
575 | 522 - 115130
833 | 46
0 | 1 11.67 | 1075
0|0 1425 |38 o | 288
91 | ez [ J[Easa]1ese | 40w - 119170
115 | s26 390 [] 541 1168 | 547 2344 [ a8
773 | 728 176 || 282 ess | &3 119185
603 ey ) 570 T4 360 ITE 2470 1282
1553 | 781 3s0 | 1s72 58 | 253 - 119180
sz s ||z e | e L1814
762 0 | 1104 12 634 1197156
el B T EE |
575 244 |64 = | 840 — 115150
Toars TI°
W T F119145
- '[zzs 1.492
- 119140
F119135
< 118.4062500]
ORDERFLOWS.COM | a6
[ (X
- 119120
- 119116

04:00 04:30 05:00 05:30 06:00 06:30 07.00 07:30 08:00 08:30

The Orderflows software runs on the NinjaTrader trading platform. |
chose this platform because for a retail trader it is probably the best
trading platform available. Many futures brokers use NinjaTrader
software. NinjaTrader offers a free version. You can run the Orderflows
software on a free version of NinjaTrader if you want to and execute
your trades through your own broker supplied trading front end.

| get my data from Kinetick. The quality is excellent and the price is
affordable.
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INTERPRETING ORDER FLOW

When an institutional participant, like a hedge fund, wants to buy 2500
contracts of s oyb e aimamarketdrdernto bwy?500t | us't
contracts at the market. They have to think of the market impact an

order of that size could cause. There are many ways they can work the

order to minimize market impact, but the fact remains the same. When

the trades go through it will show up in the tape and can be interpreted

in the order flow.

Order fl owbs value is not in predictir
confirming market tops or bottoms as they form and providing insight
i nto the marketds psychol ogy.

At the most basic level of market structure it is buyers (demand) and

sellers (supply) who move the markets. It is not mathematical formulas.

Mar kets dondt move because the MACD or
predetermined level. What causes markets to move is when demand

exceeds supply or supply overwhelms demand. Indicators lag prices.

When the market makes a high, there are no indicators which will say

sell until well after the market has turned lower.

What causes markets to turn and change direction is a little more
complex. Markets turn when the last buyer has bought or the last seller
has sold. Markets turn when there price is considered cheap and big
buyers start to come in and scoop up supply at those low price levels.
Conversely, when prices are rich and sellers want to sell as much as
they can high prices. There are times it is just obvious you would not
believe it. Order flow charts show you these levels.

| use order flow to understand the behaviour of the market. Everything |
do is to understand the behaviour of other market participants. | try to
understand the position the other trader is in. Are they long and wrong?
Has a big player decided price is too cheap or expensive? Has someone
tried to push prices higher or lower and failed? All of these questions
and more can be answered with order flow. Imbalances in supply and
demand can be detected with volume analysis.

Once you start watching the way orders flow into the market by reading
the tracks or footprints left behind by the traders it will become clearer
where the market is going. Markets are not predictable all the time, but
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at certain times the direction the market will be moving will become
pretty obvious.

Order flow is a discretionary way to trade. Even though it requires

di scretion, it doesndét mean that you t
Is a bit different. What you look for are patterns that occur over and over.

They may not be exactly the same, but the pattern of the order flow is

recognizable. Are aggressive buyers coming in? Is a high weak? Etc.

Order flow allows you to identify price action that repeats in a general

sense. How the order flow flows in the market. While the market activity

IS never exactly repeated, by knowing how to read the market activity as

it happens enables the trader to gauge the current state of the market

and form an opinion of what will happen. There is always a constant

struggle between buyers and sellers. Buyers want the price to go higher

and sellers want the price to go | ower
I's in control?06 The mar ket is &l ways ¢
By observing the flow of trade can a trader understand who is in control

of the market.

| spent three decades watching and trading futures based on order flow.
The same concepts still apply from 20 years ago or even 100 years ago

as they do today. When the price of something is too cheap people buy

it and it becomes a low. When the price is too high, people sell it and the
high is made.

What order flow provides the trader is the ability to stay out of the market
when there is no reason to trade. It allows the trader to see both sides of
the market, what is trading on the bid and what is trading on the offer,
and gives the trader a far better view of the current state of supply and
demand than the ordinary trader will struggle to see.

| have met a lot of floor traders in my life and some of the best have told

me they get a Afeel o for the market . \
the days of open outcry because you can see and hear the trading going

on based on the noise level and hand signals flashing back and forth.

Unfortunately now the open outcry trading floors are closed and
everything is traded electronically. I
mar ket anymor e. Even when | think abot
market has gotten me into more trouble than | care to mention.
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However | believe that anyone <can
the market allows you to know where buying and selling is going on or
drying up. Reading the market allows you to know where solid highs and
lows have been made.

Traders make money by being positioned in the direction the market is
moving. They are long when the market is going up. They are short
when the market is going down. It sounds simple, yet so many people
lose money in the market because they are short when the market is
going up or long when the market is going down. By reading the order
flow a trader can determine the direction of the market. If the market tells
you to go long, then buy and go long, and when it starts to go down,
then get out of the position or get short.

Let the market show you the direction it wants to go rather than trying to
predict where the market will go.

Order flow charts can be used in any futures market that has sufficient
volume traded daily. There are different strategies to employ for different
market conditions. Markets that have high price volatility (have large
price ranges) with varying volume, i.e. currency futures, have certain
characteristics that are inherent to them, while markets that have low
price volatility but high volume, i.e. interest rate futures, have their own
characteristics. However many of the same underlying principles
discussed here can be applied to both types of markets.

earl
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READING AN ORDER FLOW CHART
HOW TO READ AN ORDER FLOW CHART

Order flow charts are read
~1.1247 | diagonally, from left up one
to the right. For example,
-1.1246 when the market was
1.1246 bid / 1.1247 offer. 37
L1 1245 lots were sold into the bid at
1.1246 and 13 bought from
the offer at 1.1247. When the
—— market went offered at
1.1246 and 1.1245 bid, 53 lots
were bought from the offer
at 1.1246 and 53 lots sold
~112%2 | into the bid at 1.1245. When
. the market went 1.1245 offer
¥ 194 ~1.1241 | and 1.1244 bid. 100 lots were
Y bought from the offer at
=0 ~1.1240 1.1245 and 85 sold into the

bid at 1.1244. And so on all
Orderflows charts record the actual the way down.

trade volumes on the bid and on the

offer, not resting or unfilled orders. URDER FLUWSCUM

—1.1243

When comparing prices on an order flow chart you have to do it
diagonally from the left to up on level on the right, not horizontally.
Futures markets no longer trade in a fixing in that they when it gets to a
price like 1.1244 all the people that want to buy it and sell it at that price
can. The way the markets work is traders put in bids and offers and
people buy and sell accordingly. The market will move from 1.1240 bid /
1.1241 offer to 1.1241 bid / 1.1242 offer to 1.1242 bid /1.1243 offer.

When you look at the example above, when the market was 1.1240 bid /
offered at 1.1241. 9 lots were sold into the bid and 94 lots were bought
from the offer. When the market was 1.1241 bid / offered at 1.1242, 38
lots were sold into the bid and 29 lots were bought from the offer. When
the market was 1.1242 bid / 1.1243 offer, 67 lots were sold into the bid
and 57 lots bought from the offer. When the market was 1.1243 bid /
1.1244 offer, 86 lots were sold into the bid and 80 lots bought from the
offer at 1.1244. When the market was 1.1244 bid / 1.1245 offer, 85 lots
were sold in the bid and 100 lots bought from the offer. When the market
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was 1.1245 bid/1.1246 offer, 53 lots were sold into the bid and 53 lots
were bought from the offer. When the market was 1.1246 bid/1.1247
offer, 37 lots were sold into the bid and 13 lots bought from the offer.

The market did not go 1.1247 bid because the volume on the bid is 17.
This is called unfinished business. The market tried to go higher and
was bid 1.1247 and in this case 17 lots sold into it, but no one bought
from the offer at 1.1248. The reason this is referred to as unfinished
business is because the market has a tendency to come back to that
level.

The market did not go 1.1240 offer because the offer volume is 0. If the
market went offered at 1.1240 and traded it would show a volume other
than O.

There is always a bid and offer in the market (unless the market is limit
big or limit offer). That is how trading is done. Someone wants to buy so
they work a bid, someone wants to sell so they work and offer. When
someone is tired of waiting they go to the market on their order or they
just get in at the market. They buy at the offer price or they sell at the bid
price. Order flow charts allow you to compare what traded on the bid
side and what traded on the offer side.

Order flow charts monitor not just volume and price, but more
importantly on which side of the market the volume happened. The bid
side or the offer side. It is this information that gives the order flow
footprint charts their color 1 green for aggressive buying (more trading at
the offer price) and red for aggressive selling (more trading at the bid
price). Black prices are considered neutral.

On the next couple of pages is a quick glance at Orderflows Trader

software generatedchart s. Dondét worry about wunder
notations now. It will make sense to you once you read through this

guide.
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THE IMPORTANCE OF PRICE

Price is one of the most important pieces of information in trading. Price
Is what makes people want to buy or sell a commodity. The change in
the price of a commaodity is the determining factor between a profit or a
loss for traders.

The goal for traders is to buy when the price is low and sell when it is
high. That is common sense, Trading 101. So why do so many people
lose money trading?

When the price of a commodity starts to move there needs to be a big
enough force behind it to overcome its opposing force. Stated another
way, there has to be more buyers than sellers for the price to move up or
more sellers than buyers for price to move down. The market
participants cause the market to move with their buying or selling
activities.

HOW price moves out of an area can determine if the impending move
will be strong or weak. Just because priced moved does not mean it will
continue in that direction. Knowing HOW priced moved is important in
understanding the health of the

o 59 ZC 12-15 (30 Min) 13/8/2015 | L= B8] 2
market, if it is strong or weak. 21215 - DMin~ |- 7~ & & | %5 Sk BB ® [
. ’ F374.50
Hoyv often have you seen price | i
action on a chart like the one on the 37350
right? -373.00

F372.50

It is easy to look at a chart and see a

=

F372.00
long down barandthi nk fAeig e * z:zz
selling. Do you want to sell also? 00
The market can continue down, you L 370.00
see it all the time in the market. e
However, it is not uncommon for a o
long bearish down bar on a chart to 36800
be immediately followed by a long | 367,50
bullish up bar. But until you look at e
the next component, volume, you =S — e
canb6t judge how strong the move is

and more importantly who is behind the move.
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Here you have a big down candle, followed by a big up candle, followed
by a big down candle again. When you look at the first big down candle
you say sellers are in control, which is not wrong but if the sellers are in
control why did the market turn around so fast? It just did a complete
180 degree turn and even took out the high of the red down bar.

When you look at an order flow chart you have a better understanding of
why the market turned around so fast at point A due to massive passive
buying and why that when the market subsequently tried to sell off again
it met support around 368.50 to 369.50 level at point B (previous level of
aggressive buying imbalance). Market rotations like this happen quite
regularly as you will see throughout this book.
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Markets move because of the changes in supply and demand. We all
know that. When there is more buying than selling, prices go up. When
there is more selling than buying, prices go down. While it sounds simple



Page26 of 150

that is the textbook theory, but it is actually a little more complex than
that.

Markets move up because there are no major sellers taking profits yet.

The major buying should have already occurred early in the move by

institutions. So until institutions start selling their positions out, the

market keeps going higher. If institutional players are still expecting

higher prices they will absorb selling that comes into the market. But

they wonoét be buying just to support t
they are sure all the supply at these lower levels has disappeared.

Markets may move down not just because there are more sellers than
buyers. It could very well be that there is just not enough buying to
support the market on its way down. In a down market there is very little
to hold up the market in terms of bids, as a result prices drop. This is
one of the reasons markets drop much faster than they go up.

When the market is moving the best trades are to buy when buyers are

buying and sell when the sellers are selling. In the days of pit trading,

locals used to stand in the pit all day and could see when the institutional

money would come into the market to move it. They locals joined in on

the moves. This is not rocket science. The trading pits were filled with

guys with only high school degrees or
take a PhD to know that when the market is moving is a good idea to

move in the same direction.

Prices go up until:

1. Buyers become unwilling to buy.
2. Buyers run out of buying power.
3. Buyers are overwhelmed by sellers.

Prices go down until:

1. Sellers become unwilling to sell.
2. Sellers run out of inventory.
3. Sellers are overwhelmed by buyers.

A trader needs to be able to understand what kind of activity is moving
prices. If sellers are pounding into bids and clearing them out, your
position can get run over pretty fast, especially depending on who else is
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there selling. You have to determine if it is better to be a buyer in a
market going down or a seller.

Only an order flow chart can give a trader the insight into why the market
turned around. Not all market turns will be as clear cut as the example
above. But when they are you need to be able to react quickly to take
advantage of the opportunity.
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THE IMPORTANCE OF VOLUME

Volumeisalsoani mportant part of a istperlrapser 6 s
one of the least understood. Until now most analysis of volume has been

on total volume. Order flow breaks down volume by the amount traded

on the bid side and the amount traded on the offer side. Now traders can

determine if the buyers were aggressive or passive and if the sellers

were aggressive or passive. Price and volume looked at together will

help the trader determine the current state of the market and if supply

and demand is imbalanced.

Traditionally volume has been looked and analysed after the fact, not as
it is happening. Generally volume would be plotted along the bottom and
would be used to confirm a trend. Technical analysts will tell you that
volume is a measure of the strength of the current price trend.
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The problem that | always had when looking at volume in this simplistic,
already rudi ment ary wa gremicdedetwwebnat you
volumes traded on the bid versus volume traded on the offer. This is
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especially important on bars that look neutral, where the opened and
closed at about the same level.

If you look at volume by itself, its meaning has little value because you
dondét know wélatve o the amounteof volieme traded. Once
you start to look at volume relative to price you begin to understand the
momentum within the market. Volume is perhaps the most important
piece of information when determining the strength of a trend. Markets
move up, down and sideways over time and price.

In an uptrend, traded volume should be increasing on the offer side. This
shows that buyers are being aggressive and buying all the available
supply the market has to offer.

In a down trend, traded volume should be increasing on the bid side.
This shows that sellers are getting rid of their supply to passive buyers.

In a sideways trading market the volume on both the bids and offers
should be absorbed by the marketplace like a sponge.

Order flow volume analysis tells us the amount traded at a price during a
time frame. When you start to look at the volume that has traded at
subsequent prices you can determine if the market is strong or weak.
Traditional charting methods only measure volume in regards to time. If
you look at volume traded at price you get a much clearer picture of
what is going on in the market.
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When you look at point A, the internal volume trading in that bar
screams at you that the buying is done. There is a big buying imbalance
at the high 235 and 188 lots over the 2 time periods at 1.0987 and 278
lots buying imbalance at 1.0986, then the market sold off and there is
200 lots selling imbalance traded on the bid at 1.0982. A stacked
imbalance of 3 levels of selling imbalances between 1.0980 and 1.0978.
A few more selling imbalances appear in that bar. The market tried to
rally on the next couple of bars but could not get past the stacked selling
imbalance, before finally selling off dramatically. It is pretty amazing how
stacked imbalances act as great levels for the market bounce off of.
They are great areas for low risk entries.

Generally speaking when volume is low and the market is moving up,
you know that the market is weak. This could be because the
institutional participants are not buying in the up move because they
know that higher prices cannot be sustained based on supply and
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demand. Unless the institutions are participating in the up move, it
probabl y won 0 tfitikjassretaill meneyymoving thegmarket
with little volume, that is not a good sign.

For a trend to be down there would need to be institutional participation
which would show up in the volume. There is ample supply in the
market, so there will be strong volume on the move down as the sellers
will be offloading their supply to buyers. During down trends you will see
small, temporary up moves within the down trend. Watch the move and
check the volume. Institutions have been bearish the markets and
selling, you wondét see them buying int
price bounced a little bit. When you notice the volume start to diminish
on a down trend the selling pressure by institutions is subsiding. While
the market may continue to fall be aware that it could quickly turn and
rise momentarily due to lack of supply. For a market to turn from a
downtrend to an uptrend, buyers would need to come in and take control
from the sellers which usually equates to a rise in volume.
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THE IMPORTANCE OF DELTA

Delta is a term used by order flow traders to define the net buying or
selling that took place for a given bar. It is calculated by using tick data
and seeing who initiated the trade, either the buyer or seller. If more
sellers initiated the trade, then the delta is considered negative. If more
buyers initiated the trade, then the delta is considered positive.

The reason delta is important is because you can determine the strength
of a trend based on volume. As price trends higher you would want to
see positive delta which is a sign of buying driving the price. The
opposite would be true for a market trading lower, there should be
sellers driving the price which would translate into negative delta.

Visually, delta measurements look like this:
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Cum. Delta T Cumulative delta of the day

Cum. Delta/Volume i Cumulative delta divided by volume
Volume 1 Volume for the bar

Cum. Volume i Cumulative volume for the day

If a market is consolidating or range trading, the delta number generally
will be a low number, depending on the market it could be less than 100
when normally it is over 1000, and will bounce around back and forth
between positive and negative.

There will be times when the delta is very close to zero which is a sign
that there is an almost equal amount of volume trading on both sides of
the market. This is called absorption and is usually a place where supply
and demand can shift and a new trend start.

Delta is also relative to the type of chart and what part of the trading day
you are looking at. If you have a 1 minute chart up, the delta can be very
low just because there might not be much trading going on. The same
can be said if you are trading in the evening or early morning sessions,
before the old regular trading hours start. Those times of the day
generally have little volume trading so delta will be small.

If you are looking at a 10000 volume E-mini SP chart and the bar has a
delta of 100, that would be more important than a 5 minutes chart where
the total volume traded was 1500 lots and the delta was 100. You have
to take the delta in context to what kind of chart you are using.
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COT i COMMITMENT OF TRADERS

| am not talking about the Commitment Of Traders report put out by the
CFTC which is a breakdown of open interest in futures markets. That
report has its own uses not covered here.

With order flow analysis footprint charts, each price bar has a COT or
Commitment Of Traders in it. This is the price level within a bar that the
most traded volume occurred on both sides, where the most trade was
committed within the bar. Remember order flow analysis looks within the
bar. With a regular bar chart or candlestick chart there is no way of
knowing this.
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The Orderflows Trader software package will put a box around the COT
for easy visualization on your chart.
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With the COT you can see where the most volume occurred, whether it
was near the top, middle or bottom.

The COT is important because it gives you clues as to what the market
forces were up to within the bar. It can tell you within the bar where
demand has overcome supply and vice versa as one side will be
dominant.

The COT tells you something that traditional bar or candlestick charts
cannot. Depending on where the COT is you can get a quick glimpse
where the most activity was which in turn can give you hint to anything
out of the ordinary.
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In the above chart, the COT occurred near the low of the bar which
closed on near its high. When the most volume trades near the low of a
bar that closed higher, it is usually a sign that there are strong passive
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buyers. In this case we see strong passive buying as well as buyers
willing to buy all the supply other sellers were offering.
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In the above example, at point A, the COT occurred near the top of the
bar and the bar closed lower. This tells me that there were interested
buyers near the high, but they were met with just as many interested
sellers and the sellers took control of the market and moved it lower.

At point B. The market tried to rally and lost steam as the buyers just
dried up as evidenced by only 1 lot trading at the high, then a selling
imbalance just below the high of the bar and the market sold off and
closed on its low. The COT appears near the bottom of the bar and there
Is a big buyer that was aggressively sold into causing a selling
imbalance. Just above the COT there is also a big number on the bid
that was sold into, the market participants just ate through the bids and
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closed on the low of the bar. Also there was not much buying in the bar.
When | see the COT near or at the bottom of a bar that closed on its
lows that is usually a sign or the market going lower since there were
active sellers to move prices lower.

Generally speaking when the COT is in the middle of a bar, it is market

neutral. If it appears at the top of a bar and the bar closed lower that is a

bearish sign as a lot of trade was facilitated at the high but the market
couldnoét trade higher, all the buyers
appears at the bottom of the bar and the bar closed higher, it is generally

a bullish sign as all the selling pressure was met with buyers. There are

many different combinations of COT locations.
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The market is just range trading, until the COT
shows the market is a bit top heavy with some
big passive sellers defending the 1984 level
that weren't there a few minutes earlier.
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In the example above, the market is just sort of going nowhere. It would
go up a couple of points then come do\
are appearing mostly in the middle of the bars. Then at point A, all of a
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sudden there are some big new passive sellers that put in offers at the
1984. 00 and 1984. 25 | evel whi ch were |
go higher and actually closed lower and there were a few selling

iImbalances near the low of the bar. The COT is near the top of the bar,

yet the bar closed lower. This is my clue that the market is primed to go

lower which it does.

The COT by itself is not an indicator, but can be used for confirmation of
a move. | like to look at the COT location in a bar when | am lost on the
direction of the market. If the market is just range trading | look to the
COT for some sort of sign as to the direction or potential direction.
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DIFFERENT TYPES OF BUYERS AND SELLERS

Every book on futures trading says that the market is a zero sum game.
For every winner there is a loser. This is true, but not everyone trades
futures for the same reasons.

It is a common belief that everyone is trading the futures market to make

a profit. That is not always the case, even though the overwhelming

majority of trading is done to make profits. Futures trades could be put

on as a hedge. When someone is long an underlying commodity, they

sell the futures to hedge their price risk. Farmers have been doing this

for centuries as a form of insurance. If the futures position loses money,

they donét worry so much. Just | i ke wi
when you donoét die and your family car

There are many other reasons people enter into trades in the futures
markets which are not for the sole purpose of making money in and of
itself or without directional bias. A trade can be part of a statistical arb
trade where a trader is long/short different markets trying to take
advantage of miniscule pricing differences. A trade can be part of a
spread between correlated markets. There are many reasons too
numerous to mention in this book alone. But each reason helps to
explain why a market can facilitate trade on both the bid and offer and
not move much.

So as you can see there are several different types of buyers and
sellers. Being able to distinguish between them will help you understand
what the market is showing you as to its direction.

What does it mean when there is an aggressive buyer? It means that
someone bought the offer. They paid the market price to get into our out
of a position.

What does it mean when there is an aggressive seller? It means that
someone sold into the bid. They sold at the market to get into or out of a
position.

What does it mean when there are passive buyers? It means they
bought at the bid price. An aggressive seller sold it to them.

What does it mean when there are passive sellers? It means they sold at
the offer price. An aggressive buyer bought from them.



Page40of 150

Generally | find that aggressive buyers and sellers are those who need
to get into a position. We may not know the reason these participants
are getting into the position so aggressively, but when they are it leads
to imbalances which is a sign of a market getting ready to move.

Passive buyers and sellers are less aggressive, but just as important.
They provide support and resistance to the market place. They are the
buyers at the low and sellers at the high. When a market cannot get past
a big passive buyer that is a signal the market can be ready to turn.
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AGGRESSIVE PARTICIPANTS

In the old days when a market would move without a clear reason,
brokers would say fAthere are more
However the problem with that is that it is just not true. There are not
more buyers or sellers. What you have is different types of buyers and
sellers. There are aggressive buyers and sellers and there are passive
buyers and sellers. Every bar is made up of both aggressive buyers and
sellers as well as passive buyers and sellers.

Throughout this book you will see

buye

t he

ARaggressive sellers. 0 When a trader i

the bid or lifting the offer. They are essentially paying the market price to
get into the market. Aggressive participants trade into passive
participants resting limit orders.

Aggressive buyers and sellers are represented by selling at the bid or
buying at the offer. They are willing to sell or buy at the market price
because they want out of they want in.

An aggressive buyer is someone who is will to pay what the seller is
asking. An aggressive seller is someone who is willing to sell at a price
the buyer is bidding.

AGGRESSIVE PARTICIPANTS

An aggressive buyer is one who
~1.1247 | buys the offer.

An aggressive seller is one who
11245 | sells the bid.

11245 | Thisis considered aggressive

behaviour because those

MR traders want to get in the

market, so they paid the market

i price (if buying), or sold at the
/ market price (if selling). They

B couldn't wait for the market to

e (1124 1 come to them. The went to the

/ market.

% | o4 -1.1241
/ At 1.1245, when market was
8|0 ~1.1240 offered there, 100 lots were

bought from the offer by
aggressive buyers.

e
postive participants. ORDER FLOWS.COM

= =1.1243

Market orders are considered aggressive.

C

~
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When you see big aggressive buyers or sellers come in to the market,
you should watch what the market does afterwards. Does the market
rally? Does it sell off? Does it hesitate? Does it get absorbed? When
there are big aggressive buyers the market will typically rally. When
there are big aggressive sellers the market will typically sell off. If the
market does not do what it is supposed to do, the contrary move is likely
to be magnified.
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It is easy to confuse aggressive buying and selling with buying and

selling imbalances. The difference is for every trade there is either an
aggressive buyer and passive seller or an aggressive seller and passive
buyer, one participant will be aggressive and one will be passive; a
buying or selling I mbal ancealad®esnadt
occurs when the buying/selling ratio is above a certain level. There is a

whole section devoted to buying and selling imbalances in this book.

fal}
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By itself just looking at aggressive participants and trying to determine

market direction is a bit difficult because in every trade there is an
aggressive participant and a passive participant. You have to take the
information in context to the rest of the market.

Of course every buyer has to be met by a seller and that is the subject of

the next chapter i passive participants.
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PASSIVE PARTICIPANTS

Passive participants are those who are willing to sit on the bid or sit on
the offer to get into a trade. They are not moving their price to get into
the market. They have decided that at a particular level they want to buy
or sell and are willing to sit there until they get filled. Passive participants
will enter the market on limit orders. Aggressive participants will trade
into passive participants limit orders.

PASSIVE PARTICIPANTS

A passive buyer is one who
~1.1247 | buys the bid.

A passive seller is one who
~11245 | sells the offer.

11245 | Thisis considered passive
behaviour because those

- R traders are willing to wait for
the market to come to their

»

s price. Passive buyers are not

% | 5 ~1.1243

3 / At 1.1244, when market was hid

S (11252 1 there, 85 lots were bought on
/ the bid by passive buyers.

® 1 o ~11241 | These traders worked a bid and
/ waited for other traders to

=0 ~1.1240 | Jower their price. Aggressive

o : : sellers sold to them.
Limit orders are considered aggressive.

. . . de with .
ggi&;gﬁ}gigmpaﬂtﬂ frade with aggressive UHDER FLUWSICUM

Passive buyers and sellers are represented by limit orders. They let the
market come to them. So in the above picture at 1.1244, 85 lots were
bought by passive buyers, people just sitting on the bid. 80 lots were
sold by passive sellers, it was bought by aggressive buyers. At 1.1243,
86 lots were bought by passive buyers, the people that sold it to them
were aggressive sellers, because they had to go down in price to meet
the bid price; 57 lots were sold by passive sellers at 1.1243, sellers who
were working an offer at 1.1243.

A passive buyer is someone who is willing to buy at his bid price. A
passive seller is some who is willing to sell at his offer price.
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In other words, when you look at the market quote:

393.50 bid / 393.75 offer
393.50 bid for 500 contracts / 393.75 offer for 200 contracts
The 500 contracts on the bid are passive buyers
The 200 contracts on the offer are passive sellers

If someone one is working a bid for 10 contracts at 393.50 and decides
to just go ahead and buy his 10 contracts at the market price of 393.75
he is now consider an aggressive buyer. The opposite is true if a seller
working an offer at 393.75 decides to sell at the market price of 393.50,
he has become an aggressive seller.

While most traders like watch what the aggressive participants are
doing, keeping an eye on the passive participants can be extremely
profitable as their levels can often times signify major turning points in
the market. Passive participants are usually institutions who can help set
the price highs or lows. When price gets too cheap they step in and buy
everything. When price gets too high they sell as much as they can.
When you see huge numbers that traded on the bid side at a low or
huge numbers traded on the offer side on a high these are usually good
indications of institutions passive participants.

| like to see big passive participants at highs and lows rather than in the
middle of a move.
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THE IMPORTANCE OF AGGRESSIVE AND PASSIVE PARTICPANTS
When the market starts to move, it takes market orders to push the price

hi gher or | ower. Limit orders donot
up traders have to buy at subsequently higher prices. For the market to

go lower traders have to sell at lower prices. The market has to work

through levels of passive buyers or sellers.

Every trader knows that certain price levels are important in terms of
supply and demand. By seeing the volume that traded at that particular
level and even how the market reacted around the level, a trader can
determine if the level will hold or not.

Many trading figuruso teach that decl

market top or market bottom as if it is an immutable law. In school book
theory yes it may be true, but in reality it is not always true as evidenced
in the order flow chart. You can have heavy selling at market bottoms
and market tops, almost as if the market hits a wall and turns around in
the opposite direction.

59 ES 09-15 (10 Range) 19/8/2015 L= B =
ES09-15 ~ 10Range ~ [ (I}~ 7~ &" o |~ [6] =L [ (& (8 [T Display -

Orperftgws Trader(ES09-15 (10 Range), Bar, 100, Color [LightGreen], Color [Red] [Font: Name=Arial, Size=1 E
350 408 F2074.00
o9Te 1543
REMIEEE) PASSIVE PARTICIPANTS 26.8 L 2073.50

2261 | 1358 ENES
8T4 | 685 74 || 1206 F2073.00
1132 163 1835 1435 1801
749 £33 ) 24 2 156 1543 2072 .50
1282 | 1200|600 | 624 358 | | 2695
2568 263 [1208 T3z 232? 572 485 F2072.00
x) 1] 563 1166 1] 168 T 447
] 1] 2123 1877 637 3508 1110 1353 ~2071.50
011 16.76 % 2052 | 2540 1.952 535 || 1811
89 83 5631 4700 | ——— [1] 51 1125 1542 1] J_ 1027 143D 1281 F2071.00
——  |z77a | ez [+] J_ 34 |26 | 224 2410 | 2672|1283 []|z2005| 248 | 187
s54 il 2 o [1s70 |zi28 | %02 4477 | 5865|1773 || 2moe[ 8]l 0@ |-2070.50
970 1 36 || 1175 | 508 | 287 Fe00 | saso)izzz || 728
262 0 1315 [|2707 flg27 | 1812 5287 | 544z| 123|299 | {185 —2070.00
724 0 ZEEZ 3538 2T 1658 65 26 2760 1528 1 g0 | —
4525 5484 (1710 ] — |[3&77 Bion| 278 2655 ~2089 50
1 7A3 [3044 | 4s¢] sz3 W 747 0 [ 31 |v26s | os3 [EZAT =02
e 475 5zZZ5) ©00 306 1 2023 ] I [i] 1522 1872 —2088.00
5650 | 5237 pose i 252|123 || 1083 718 | 2285
4ETH 2831 | 66T TI  [24ET 2535 35 25 52 1] —2068.50
2427 6i8 3725 Zoat) —
1351 1] 3_12? 2100 1531 121? —2068.00
— (2214 1621 T
1745 wez | 2120 | At the hlottom there was 2322 lots | 057 50
— el i aggressively sold at 2066.75 and 543 lots at
b2 |2 | 2066.50. These were bought by passive r20er.e0
[]R[]ER FL[]WSGI] 523 || buyers. The market could not get past these f20sss0
) passive buyers and then turned and rallied. | .q5 40
T447 a704 3024
10018} 5704 3331
3 =3 = . 208550
~2065.00
10:16 10:25 10:38 1046 10:55 11:16 11:26 11:34 11:40 11:47

T



Page48of 150

Think of these levels as lines in the sand. You do not want to cross that
level without good reason or else you will find yourself in trouble.

A trade looks more appealing if there is a big volume number that

supported

t he

mar ket t han

just

an

happen every day but when they do they are pretty reliable indications of
market bias, at least in the short term.
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IMBALANCE LEVELS
The volume traded at a price level in the market can either be balanced
or imbalanced. When a level is out of balance there are proportionally

more buyers or sellers at that level. Most commonly used ratios are

250%, 300% and 400%.
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What does it mean when there is a buying imbalance? It means that the
guantity bought on the offer is greater than a set ratio than the amount
traded on the bid, usually 250% (2.5-1), 300% (3-1) or 400% (4-1). It
may not be just one buyer, it can be several, but what is important is the
traded quantity is greater on the offer than the bid.

What does it mean when there is a selling imbalance? It means that the
guantity sold on the bid is greater than a set ratio than the amount
traded on the offer, usually 250% (2.5-1), 300% (3-1) or 400% (4-1).. It

may not be just one seller, it can be several, but what is important is the
traded quantity is greater on the bid than the offer.

Here is what imbalance levels look like on an Orderflows chart:
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When an imbalance happens in supply and demand that is where
trading opportunities appear. When big buyers come in and the market

canodot rotate up then | ook for a change
big sellers come in and the mar ket car
change in bias.
The beginnings of a trend as well as ends of a trend are often marked
with market imbalances caused by aggressive participants. This shows
that participants are anxious to get in the market and large volume
enters the market and prices move quickly.
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STACKED IMBALANCE

Stacked imbalances are important levels to look for when initiating a
position. When you get stacked imbalances of 3 or more on top of one
another it is a good sign of strong pressure in the market and that the
market will continue in that direction. It acts as support and resistance.

' L leTE | =
B9 £S5 09-15 (5 Mnﬁmxzms! r i Ly
ES09-15 = 5Min = | [lj~ /- W~ 8] | =L il ] [§) ] Display =
Order Flows Trader(ES 09-15(5Min),Bar, 100, Color [LightGreen]. Color RedHFont Name=Arial, Size=7, Units=3, Gcltﬁarsaﬂ.Gal\-'em:alF:-ﬁal E
125 | 228 1872 680
STACKED IMBALANCE = |*= **
ar | m al 1872 00
483 7= IEE 10
T8 7 187160
TEE
L3252 187100
—
- - 1870.60
r - 1870.00
50
&  am -1969.50
222 585 207
(=g 1682 m = 196900
EFS 1432 5
472 | 583 T - 1868_50
42 | a4 a7
1085 | B8 354 L1863 00
655 51 T
e - 1967.50
"15‘ 621
= ! 61 I-1967.00
4 57 J]
e 16655 60
523 T34
0 | 215 | soe [ 1847] e | (008,00
| 337 'lerSl 2 -] ™ e
pe4 | 1237 1ms 2| e | 1085 50
o || e 001258 16.55 PP
576 || &
e l w Stacked imbalances are buying or selling [l
“1°  imbalances on top of one another. 196400
6436 [ prefer groups of 3 or more as a sign of 196350
[]RDEH FLUWS GUM market direction and support or resistance. |
Ak |- 198250
= 196200
= 1961.50
[~ 1961.00

1345 1380 1388 1400 14:08 1410 14:15 14:20 14:25 1430

The reason stacked imbalances are good levels of support and

resistance as they are levels where the market was aggressively sold

into a bid or an offer was aggressively bought into. In theory these
stacked imbalance levels are levels where participants aggressively

wanted to get into the market, so when the market retests those levels,

the same participants may appear again.
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The beauty of stacked imbalances is that they make great entries for low
risk trades. Quite often price will retrace back into a stack imbalance
zone before continuing in the direction of the stacked imbalance. The
stop placement is very easy, it is just outside of the stacked imbalance
zone, literally a tick or two outside the stacked imbalance.
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At point A there was a stacked selling imbalance and the market sold off
from the middle of the imbalance zone before rallying through it. At point
B, there was a stacked buying imbalance, the market traded down
through it before rallying back up where it hit point C, and could not get
past that level and then turned and sold off. Depending on where you
put your limit order to get in the position, | like to put my entry limit order
at the middle and last price in the stacked imbalance zone then | place
my stop one and two ticks outside the stacked imbalance zone. This
trade has an average 1.5 tick stop. A small loss at point A and point B,
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but point C was a nice winner. The market sold off 50 points to 1.0930,

not bad considering your entry was at 1.0979 and 1.0980.

During the course of the trading day there can be many stacked

imbalances. There will be some that work out beautifully, but most will
fail. But for a trade where you are risking 1 tick to 2 ticks with a potential
profit of 10ticks, 20 ticks and more it is worth the trade. | like to look for
these trades on longer time frame charts like a 15 minute or 30 minute

chart.
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Orderflows software has a feature that will find stacked imbalances in a
market and draw on your chart the support and resistance levels
generated by the market. For buying imbalances a green zone will be
shown on your chart. For selling imbalances a red zone will be shown on
your chart.

mz-ls{smin] 31/8/2015 = B 8

IN1215 - 5Min - | (l|- &~ & W o =Sk ([ & [ [T Display -
Order Flows Trader[ZMN 12-15 (6 Min),Bar, 100 Color [LighiGreen] Color [Red] [Foni Name=Arial, Size=T, Units=3, GdiCharSet=1 G;iiUerliqaIFun|=Falsz],:)nt,z_l:l,TrupTrua_ng_True_r‘Tlu' El
Losding historical data. 71% complete Fizrezo
STACKED IMBALANCE BECOMES SUPPORT
Market generated support and resistance levels as it happens e
127208
127200
0.009335 127195
a lm o | 8s7 1235 0.2753 127190
|fze w2 R o | e o | a3z 127186
1135 o | nm 04394 786 || 1553 1301 Mg ] lz? 1712 EI L Hiz7Ts0
i] 108 a E T23 Tay H mn il e 12 1375 X0 ] 1 611 2388 624 45 32 127175
(-] 13 4“5 a4 1670 aar w0a3 1mMeé 1M 835 1067 a7 Ilm leOIIZH 'Hﬂllﬂud I11!| E a -
1 190 ] 1174 1567 2755|21Z‘ ZN||125}- Lo LA m‘l 30 Wi =7 30 5 %1 Lo} ¥ F127165
1176 1565 Eﬂ ||55- 36 o 3 |a I1313 1731 | 1653 o 1‘11‘{ 3 i 21.!?_2- 127160
2794 3z || 27 0 708 123 | 384 127168
Il Ed BEF Fo 127150
1265 1297 514 |21!2| k) WI F127145
24 Mo 140 u: = |-J F127140
1671 1.52 127138
ORDERFLOWS.COM [7>
" 127126
127120
27115
F127110
FiZ7106




Pageb5of 150

TRAPPED BUYERS AND SELLERS

Trapped buyers and sellers are short term market participants that
bought at or near the high or sold at or near the low and the market has
not followed through for them, they are trapped in a losing position, the
market has turned against them and they need to cover their position to

get out.

You can see trapped sellers when the imbalance numbers are at the
bottom or a tick or two off the bottom and the market is not going lower
and instead turns and goes higher and the price bar closes higher.

There Iis a saying i

n

t he

mar ket s

usually the trapped sellers that do. Trapped sellers are usually the last

people to sell in a move.
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You can see trapped buyers when the imbalance numbers are at the
high or a tick or two off the high and the market is not going higher and
instead turns and goes lower and the price bar closes lower. Trapped
buyers are usually the last people to buy in a move up. These buyers will
have to turn into sellers which adds to supply causing prices to move
down.
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Trapped traders are those caught in a trade that moves against them
and are hoping and praying that the market will quickly come back to
their entry level so they can get out. Trapped traders usually find
themselves on the wrong side of the market pretty quickly and are under
immediate pressure to cover losses once price moves against them.
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When you are able to find trapped buyers or sellers there is usually a
good short term trading opportunity. While it may not signal the end of a
long term trend, it can identify market turning points in the short term.
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Trends can start once the trapped traders are shaken out of their losing
positions and aggressive participants start to be active.

Candlestick bars and traditional bar charts cannot show you trapped
buyers or sellers. You need the ability to look inside the bar to determine
what is actually going on in the market.

When you look at the order flow you have solid clues the market is ready
to pop higher.
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Order flow charts can be applied to longer term time frames. Of course
not all trades will be as beautiful as these trades. But as you can see the
profit potential is quite large. Just catching a few of these moves a year
can really make reading the order flow footprint charts worthwhile.

Here are another set of charts, this time in the 6E T the eurocurrency
futures contract.
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Ok, | know it is a stretch to say trapped traders with 250 lots will turn the
market and cause a trend in the opposite direction. Rather what is
happening is that the market sentiment in general has changed. The
market cannot carry through and the last buyers (on a high) or the last
sellers (on a low) have gotten in.
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ABSORPTION

Markets are always looking for a level for two sided trade to take place.
A price level where both buyers and sellers can participate back and
forth without moving price very much. This is called absorption. These
are the price levels where both buyers and sellers are happy to transact
major volume with each other. You will see big size trade into the bid
and big size trade into the offer. The net difference between the two will
be small relative to the amount of volume that traded.

A traditional technical analyst may think of absorption as consolidation.
But there is a difference and that is volume. A market may consolidate
because of a reason other than what is happening in the market. There
may be a FED announcement so trading volumes have decreased and
the ranges get small, this may look like absorption. There may be a
holiday so volumes are low because traders are on vacation. It could be
the day before the Non-Farm Payrolls number comes out. These events
and others can lead to consolidation before price moves.

Absorption on the other hand is a level where you see heavy volume go
through but on both sides of the market 1 the bid side and the offer side.
This is where inventory changes hands.

The big money |l ong term commerci al pl @
the market. They trade their size where there is size that can be traded.

Big money moves markets, but usually it is not just one player. It might

be a few big players, some medium size players and a bunch of smaller

players. The place where they meet and do the majority of their trading

is called an absorption level because that is the level where a lot of

volume occurred but the market did not get affected by it. Both buyers

and sellers were happy.
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Trade is being facilitated on both sides of the market as
it range trades between 1929.00 and 1934.00 there are
some small delta numbers during this period 276, 51,
284. Then sellers start to take over with selling
imbalances and big volume trading on the bid side.
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The origin of any price move is where supply and demand starts to move
out of balance. This is where the low risk, high probability and high
reward entry levels are. Prices start to turn higher when demand
exceeds supply. Price turns lower once supply exceeds demand. When
the market starts to move out of absorption levels there are some great
trading opportunities. The only way to see absorption is by looking at
volume footprint charts.

Absorption can occur anytime in the market. When it occurs it is relative
to what happens afterwards. Major trends do not happen immediately
after each other. The start of a major trend is often seen after a period of
absorption where one side of the market is able to build their position up.
As absorption dries up price is free to move in the direction of
aggressive buyers. Once all the supply has been removed from the
marketplace, the market is free to move higher without much resistance.

Absorption can be present at the end of trends and profit taking mid-
trend. When absorption occurs it indicates demand is being met by new
supply at market highs or supply is being met by new demand at market
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lows. Basically price is not able to move any further as new supply or
demand appears in the markets.

What is good about absorption is that it can be regarded as a sign for a
breakout move as the buyers and sellers fight for control of the market.

Once the transfer of supply or demand has taken place, price is likely to
move away from value.

One caveat with absorption, you tend to see absorption occur within the
last few minutes of the day. This does not necessarily mean new supply
or demand has come into the market, it can likely be attributed to day
traders closing out their positions before the end of the trading day and
hedge funds trying to execute orders as close to the closing price as
possible.
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INITIATIVE ACTIVITY

Institutional long term players dictate trends and when the volume they
wish to trade cannot be satisfied at one price their perception of fair
value shifts and price starts to trend. This is called initiative activity.

To move a market outside of a value area it takes large orders. It takes

institutional players. Retail traders just do not have the financial

resources to move prices for extended periods outside of value areas.
VALUE ARE;

If the market is trading above value as a result of buyer pressure that is

initiative buying. If the market is trading below value because of selling
pressure that is initiative selling.

You have to understand where fair prices are and understand where
unfair prices are. Once you start to move away from fair prices it is
important to know why. Is it initiative activity? Are buying taking the
initiative to move prices higher? Or if the market is moving lower, are
sellers taking the initiative to move the market lower?

When the market breaks out of a value area but there is no strong
buying or selling pressure then you look for responsive activity which is
in the form of limit orders. For example, when you buy a house you will
usually submit a bid. If the price of the house is valued at $1 million and
you like the house but you are not in a hurry to buy you may submit a bid
of $750,000. The seller might then lower his price to $850,000 because
he is a little more motivated to sell. But you are firm in your bid.
Eventually the seller gets aggressive and lowers his price to your bid
and sells it to you. You are a responsive buyer. The price of the house
has moved below the value area. You are buying below value, but not
aggressively.
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Breakout trades can happen in either direction of value. What is
important to note is if there is any responsive activity to stop the move
and push the market back into the value area.

How do you determine what the value area is? The most common
method is with Market Profile. Iti s t he area where 70% o
trading occurs. The value area is based on what time period you decide.
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Once you learn to recognize the players, institutional or retail, by the
order flow footprint you can determine what type of activity is going on.
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CANDLESTICK CHARTS & ORDER FLOW

Candlestick charts are a simple visual form of tape reading and price
action and were created by the Japanese a few hundred years ago.
They show you were the market opened, the low, the high and where it
closed for the period.

Traders try to predict future price movements based on candlestick
patterns that have formed. There are all sorts of patterns with colourful
names that traders look for: Abandoned Baby, Dark Cloud Cover,
Hanging Man, Gravestone Doji and many more. Sometimes the patterns
are reliable, other times they are not.

| think the reason candlestick charting has lost some of their
effectiveness is that markets have evolved over the last several
hundreds of years. Market participants and their activities have
changed. Japanese candlestick charting was developed in an era when
there were no institutional traders or day traders or high frequency
traders.
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THE PROBLEM WITH CANDLESTICK PATTERNS
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This is not to say that candl estick
environment, because they are not. They give a quick visual colourful
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representation of the market which is useful to most traders. | do use
candlestick charts in conjunction with order flow charts to help keep me
abreast of the short term direction of a bar on the chart. It is important for

me to know where the bar closed in relation to its open. Actually a

nor mal bar chart can also show that

The essence of candlestick charting is the relationship between the
opening price and closing price. In simple terms, a long green (I have
mine set to green instead of traditional white, because my charts are
white background) candlestick bar indicates buying pressure. However,
you cannot understand the magnitude of the buying pressure without
looking at the order flow. Even with candlestick charts it is difficult to
know if the buying will continue or stop. A red candlestick indicates that
during the bar, the market closed at a lower price than it opened.

Candlestick charting and also traditional bar charting methods fail to
show is what really happened during the bar. You can see a big white
candlestick, which is a bullish candlestick, and conclude that buyers
were aggressive. While that may be the logical conclusion to make as
obviously buyers were in control to cause the bar to close much higher

than it opened, you dondét know how
control waned at the end.
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The order flow chart is on the left and the candlestick chart is on the
right. In the run up in price there are five green up candlesticks, but in
the fourth and fifth candlestick you start to see aggressive selling come
into the market as seen in the fourth bar (at 3:20) by the 790 lots traded
on the bid at 2094.50 and 5033 lots traded at 2094.00. Also the bar had
a negative delta of -1177 which is a sign of selling pressure. So while the
bar still closed higher than it opened, there was more selling than buying
inthebar,.On t he fifth bar volume was | ess
any higher and you already had a sign in the previous bar that sellers
were now coming into the market. | would be hesitant to buy at this level
and more inclined to look to be a seller.

Imagine a soccer game where the score ends 4-0. You read the score
line and see the final score 4-0 and think the winner had a nice easy
game all the way. But if you actually watched the game, you might see
that the first 60 minutes the game was evenly matched as both sides
failed to score. But over the last 30 minutes the winning team scored a
goal and that caused the other team to change their style of play to try
and tie the game. But winner scored yet another goal a few minutes later
and it was now 2-0 with 20 minutes to play. The losing team yet again
changed their tactics and gave up another goal. The score was then 3-0.
At this point the other team just played to run the clock out and gave up
yet another goal and the match ended up 4-0. If you just look at the final
score you will think one thing, but when you dissect the match you see
that It wasndot until | ate that one team

Just looking at a candlestick form on a chart you may miss the essence
of how the candlestick was actually formed. Did buyers or sellers
become more dominant? Did one side give up? Did one side become
trapped? Candlestick charts do not show that. Order flow charts do. If
you were going to pick a winner in the soccer game, it is easier when the
score is 2-0 than when it is 0-0.

Candlestick charts are a useful tool by themselves, but when partnered
with order flow they help create a powerful analysis method.

One of my favourite trades occur when | see buying or selling
imbalances in the wick areas that run contrary to the candlestick type to
try and trade in the direction of the candle. For example, a red
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candlestick with buying imbalances near the top in the wicks and selling
imbalances in the body, | look to short. For example, the 6:35am bar,
there were buying imbalances at the top near in the wick and selling
imbalances in the body.
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The opposite is true with a green candlestick. | look for selling
imbalances in the wick and buying imbalances in the body. What is
happening in the bar is the market sells off first aggressively before
aggressive buyers come in and really take control of the market.
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The 8:45 bar a selling imbalance in the wick and buying imbalances in
the body. The next bar at 8:50 the market went down and tested the low
of the previous bar before rallying on the 8:55 bar.

The setup works on a variety of charts, short term, like the 5 minute
charts in the example above and even longer term like a 40 range chart:










































































































































































































































