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Volume Anaylsis 

Price and volume are the only 2 parameters you need to trade successfully. 

ALL indicators and tools in existence are derived from the above. We will 

complete the Volume study in 12 modules. In this thread, we will cover the 1st 

module, consisting of the following topics:- 

1. Meaning  

2. Volume Average  

3. What is High/Low volume  

4. Why is volume important-Smart money  

5. Volume trends and reversals.  

6. Entry at Support/Resistance  

7. Conclusion 

What is volume? It refers to the amount of asset traded over a fixed time. 

Purchase and sale of 1 unit is regarded as volume of 1 unit and not 2. Eg. If the 

volume of on Binance for BTC is 403 million USD, it means there's been a 

purchase and sale of 403 million USD worth of BTC 
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The table below explains how cumulative volume is calculated. Many authors 

themselves get the concept of total volume wrong, Eg. Below is an extract 

from a Forex Trading tutorial where the concept of Total volume is incorrectly 

explained 

 

On its own, the volume has no use. Eg. It's of no use to know that the volume 

of Bitcoin in the last 24 hours was 1 billion USD. However, when combined 

with previous volumes and price action, it's helpful in taking a trade. This is 

explained below. 

What does low volume and high volume mean? Low/high volume and 

low/high liquidity is a different concept. When we talk about low/high volume, 

we're taking in a relative term. A low volume refers to a volume lower than the 

average volume and vice versa for High volume. 
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What does average volume mean? It refers to the Moving average of the 

volume calculated on the basis of previous sessions. The average could be of 

any time period. The default average on TV is 20MA, I use 14. Here is how you 

can view/change it. 

 

 

So why is volume study important? An increase in volume denotes an increase 

in interest and buying/selling by holders of big funds (Institutions) AKA smart 

money. Smart money are the holders of higher capital and more information.  

It's generally believed that smart money has access to better analysis and 

more info, hence the levels that see the higher volume is regarded as an area 
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of interest. Smart money moves in to buy/sell at a certain level, increasing the 

volume substantially. 

 

A lower level of volume sees buys/sells only from the retail investors with little 

capital, showcasing a period of weak hands buying and a time of uncertainty. 

Conclusion- Higher volume= Smart money with more info and funds buying, 

hence it's an area of interest. 

 

Effects of Volume. The effects of Volume on price can be understood with the 

help of the following cheat sheet. We will discuss all 4 situations in detail. We 

will also study where we can Enter a trade and increase our positions after we 

have discussed all the 4 scenarios. 

 

1. Price increases with increasing volume- The volume here acts as a 

support to the uptrend. This kind of uptrend is said to be confirmed by 
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volume. In the chart below, see how in an uptrend, the volume too 

incrementally increasing, confirming an uptrend with volume expansion. 

 

Price increases with decreasing volume. See the chart below, following a 

down-trend, there is a slight uptrend. Many traders would assume this to 

be a reversal. However this is accompanied by decreasing volume. This 

proves it to be just a correction and not reversal. 

Hence, increase in price with a decrease in volume points towards an 

uptrend not supported by volume. It isn't safe to long this uptrend. This 

kind of price volume movement denotes a correction in a down-trend 

rather than a reversal. 
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2. Price decreases with increasing volume. When price decreases with 

increasing volume, the volume here confirms the downtrend. The chart 

below denotes a short entry and an addition to position upon further 

break of support. This is a multi confirmation entry. 

 

 

When the sudden increase in volume leads to a downtrend AND the support 

zone is broken, this leads to a High volume as well as High momentum entry. 

High momentum short= Previous Support broken. Also see how the position 

is increased upon breaking of a further support. 

 

3. Price decreases with decreasing volume. This decrease in price is not 

confirmed by volume and hence can be regarded as a correction in 

uptrend and not confirmation. Notice how the volume decreases upon 

down-trend and hence this isn't a reversal for a short entry. 
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The bull market of 2017 saw an ATH of 19700. However the ATH was not 

accompanied with equally high volume. Notice how the volume at ATH is 

lower than the average volume. The Volume at ATH is equal to what is was at 

18000 levels. Is was a warning for MANY for the upcoming dump. 

 

Trade entries at Support. A support is confirmed with a volume expansion. A 

long entry can be taken here which is generally a high probability trade. To be 

more sure, you can enter upon break-out from a local swing high as in this 

case. 

Long entry at Resistance is showcased below. Notice how there is a sudden 

volume expansion at the resistance, which the volume rising substantially 
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above the average volume. Here we enter after volume expansion AND re-test 

for a High probability trade. 

 

 

The short entries can be entered in the similar fashion, it has also been 

illustrated in case no. 3 Hence, increase in volume confirms the trend direction 

of the trend. It is important to relate the volume to the average volume. 

Divergence 

 

When price moves in a certain direction, the momentum oscillator too should 

move in the same direction (and manner) Eg. When Price makes a higher high, 

the momentum oscillator too should make a higher high. This is called 

convergence. See Example below 
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In a rare occurrence, the momentum oscillator and the price don't follow a 

similar path. This phenomenon is called Divergence. It occurs because the 

average change in the lookback period (the time period of the oscillator) is in 

a different direction as compared to the price. 

Divergences are used to find a potential reversal on the larger time frame or a 

swing/scalp opportunity on the lower time frame. A minimum of 4-hour time 

frame is preferred. Since they may fail ( very rarely) it is better to accompany 

the entry with further confirmations. 
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Don’t trade week bullish convergence 
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Volume Osc 

MACD 

 


