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The world of futures
trading can appear
chaotic to the
uninitiated, with prices
fluctuating in

seemingly random
patterns driven by
global news, weather
reports, and economic
data. However,
beneath this surface of
noise lies a structured
discipline that traders
have relied upon for

over a century:
technical analysis.
When applied to the
futures markets,
technical analysis

offers a framework for


https://www.everybodystreet.com/

understanding price
movements, identifying
opportunities, and
managing risk. This
Technical Analysis
Of The Futures
Markets A
Comprehensive
Guide To Trading
Methods And
Applications is
designed to provide
both novice and
intermediate traders
with a thorough
understanding of how
to read charts,
interpret signals, and
build a robust trading
methodology. By the
end of this guide, you
will have a solid
foundation for making
informed trading
decisions based on
price action and
market psychology,
rather than guesswork
or emotion.

Futures markets are
unique because they
involve contracts that

expire, requiring
traders to be especially
diligent about timing
and trend analysis.

Unlike the stock
market, where an
investor can hold a
position indefinitely,

futures traders must
constantly evaluate
their positions relative
to contract rollovers
and seasonality. This is
where technical
analysis shines. It
provides a common
language for traders
around the world to
discuss market
behavior, and it offers
concrete methods for
entry and exit points.
Whether you are
trading agricultural
commodities, energy
products, stock indices,
or currencies, the
principles outlined here
will serve as a reliable
compass in your
trading journey.
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UNDERSTANDING
THE FOUNDATIONS
OF TECHNICAL
ANALYSIS

What is
Technical
Analysis?

Technical analysis is
the study of historical
price and volume data
to forecast future price
movements. The core
assumption is that all
known information
about a market is
already reflected in the
price. Therefore, by
analyzing price
patterns, trends, and
indicators, a trader can
anticipate where the
market is likely to go
next. This approach
stands in contrast to
fundamental analysis,
which examines supply
and demand factors,

economic reports, and
geopolitical events.
While fundamental
analysis answers the
question of "what"
should happen,
technical analysis
focuses on "when" it
will happen.

The
Three
Core
Principles

To fully grasp the
Technical Analysis
Of The Futures
Markets A
Comprehensive
Guide To Trading
Methods And
Applications, you
must internalize three
foundational principles:

e Market Action
Discounts



Everything: This
principle states
that all factors
influencing a
futures contract,
including supply,
demand, political
events, and
market
sentiment, are
already
incorporated into
the price.
Consequently,
technical
analysts focus
solely on price
and volume,
believing that
these data points
tell the complete
story.

e Price Moves in
Trends: Markets
rarely move in
straight lines.
Instead, they
exhibit trends,
which are
directional
movements that
persist over time.

Identifying the
trend early is one
of the most
important skills
in technical
analysis. Trends
can be upward
(bullish),
downward
(bearish), or
sideways (range-
bound).

History Tends
to Repeat
Itself: Human
psychology
remains
relatively
constant over
time. Fear,
greed, hope, and
regret influence
traders in similar
ways across
different eras.
This leads to
recurring price
patterns and
formations that
technical
analysts can
recognize and
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trade. Chart
patterns like
head and
shoulders,
double tops, and
flags are
examples of this
repetition.

CHART TYPES AND
THEIR
APPLICATIONS IN
FUTURES TRADING

Charts are the primary
tool of the technical
analyst. They provide a
visual representation
of price action over a
specific time frame.
Choosing the right
chart type and time
frame is critical to your
analysis. The following
are the most common
chart types used in
futures markets.

Line

Charts

The simplest form of
chart, a line chart
connects the closing
prices of a futures
contract over a
selected period. It
provides a clean,
uncluttered view of the
overall trend. While
useful for identifying
long-term direction,
line charts offer little
detail about intra-
period volatility or
price ranges.

Bar
Charts

Bar charts, also known
as OHLC (Open, High,
Low, Close) charts,
provide more
information than line
charts. Each vertical
bar represents a single
time period, showing
the high, low, opening,



and closing prices. The
opening price s
marked by a small
horizontal tick on the
left side of the bar,
while the closing price
is on the right. Bar
charts allow traders to
see the range of price
movement and the
relationship between
opening and closing
prices.

Candlesti
ck Charts

Candlestick charts
originated in Japan and
are now the most
popular chart type
among futures traders.
Each candlestick has a
real body that
represents the
difference between the
open and close. If the
close is higher than the
open, the body is
typically hollow or
colored white/green,

indicating a bullish
period. If the close is
lower, the body is filled
or colored black/red,
indicating a bearish
period. The thin lines
above and below the
body, called shadows
or wicks, represent the
high and low prices.
Candlestick patterns,
such as doji, hammer,
and engulfing patterns,
provide powerful
signals about market
sentiment and
potential reversals.

Point and
Figure
Charts

Point and figure charts
are unique because
they filter out time and
focus only on
significant price
movements. They are
constructed using Xs
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and Os, where Xs incomplete without
represent rising prices covering these core
and Os represent approaches.

falling prices. These
charts are excellent for
identifying support and
resistance levels and
ignoring minor price
noise. While less
common today, they
are still used by many
professional traders for
long-term analysis.

KEY TRADING
METHODS IN
FUTURES
MARKETS

With a solid
understanding of chart
types, the next step is
to learn the trading
methods that turn
analysis into actionable
strategies. A
Technical Analysis
Of The Futures
Markets A
Comprehensive
Guide To Trading
Methods And
Applications would be

Trend
Following

Trend following is
perhaps the most
straightforward and
effective  method in
futures trading. The
idea is simple: identify
a trend and trade in its
direction. If the market
is making higher highs
and higher lows, you
look for buying
opportunities. If the
market is making lower
highs and lower lows,
you look for selling
opportunities. Trend
followers use tools like
moving averages,
trendlines, and the
Average Directional
Index (ADX) to confirm
the strength of a trend.
The key to success in
trend following is



patience and discipline,
as trends can be
interrupted by
temporary pullbacks.

Support
and
Resistanc
e Trading

Support and resistance
are price levels where
the market has
historically reversed or
stalled. Support is a
level where buying
interest is strong
enough to overcome
selling pressure,
causing the price to
bounce higher.
Resistance is the
opposite, a level where
selling pressure
overwhelms buying
interest, causing the
price to reverse lower.
Traders use these

levels to plan entries
and exits. For example,
a trader might buy
near a support level
with a stop loss just
below it, or sell near a
resistance level with a
stop loss just above it.
When a support or
resistance level is
broken decisively, it
often changes roles: a
broken resistance level
becomes new support,
and a broken support
level becomes new
resistance.

Momentu
m
Trading

Momentum trading
involves entering a
trade when the price is
moving strongly in one
direction, with the
expectation that the
movement will
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continue. Momentum
traders use indicators
like the Relative
Strength Index (RSI),
the Moving Average
Convergence

Divergence (MACD),
and the Stochastic
Oscillator to identify
overbought or oversold
conditions and gauge
the speed of price
changes. A common
approach is to enter a
long position when the
RSI moves above 50
and continues rising, or
to enter a short
position when the RSI
drops below 50 and
continues falling.

Breakout
Trading

Breakout trading is
based on the idea that
when price moves
beyond a  defined
range or a pattern, it
will continue in that

direction with
increased volatility.
Traders identify
consolidation patterns,
such as triangles, flags,
or rectangles, and then
wait for the price to
break above the upper
boundary (for a long
trade) or below the
lower boundary (for a
short trade). Volume is
a critical confirmation
tool in breakout
trading: a breakout on
high volume is more
likely to be genuine
than one on low
volume.

ESSENTIAL
TECHNICAL
INDICATORS AND
THEIR
APPLICATIONS

Indicators

mathematical
calculations based on
price and volume that
help traders interpret
market conditions.
While no indicator is

are



perfect, they can
provide valuable
insights when used in
combination. Here are
some of the most
important indicators for
futures traders.

Moving
Averages

Moving averages
smooth out price data
to help identify the
direction of the trend.
The two most common
types are the simple
moving average (SMA)
and the exponential
moving average (EMA).
The SMA gives equal
weight to all prices in
the period, while the
EMA gives more weight

to recent prices,
making it more
responsive. Traders

often use two moving
averages, such as the
50-period and 200-
period, to generate

10

signals. When the
shorter moving
average crosses above
the longer one, it is a
bullish signal (golden
cross). When it crosses
below, it is a bearish
signal (death cross).

Relative
Strength
Index

The RSI is a
momentum oscillator
that measures the
speed and change of
price movements on a
scale from 0 to 100.
Traditionally, readings

above 70 are
considered
overbought, while

readings below 30 are
considered oversold. In
a strong uptrend, the
RSI can stay above 70
for extended periods,
so traders should not

10 Technical Analysis Of The Futures Markets A 2022-07-16
Comprehensive Guide To Trading Methods
And Applications



Technical Analysis Of The Futures Markets A
Comprehensive Guide To Trading Methods And

Applications

11

automatically sell when
it reaches that level.
Instead, look for
divergences: if the
price makes a higher
high but the RSI makes
a lower high, it could
signal a weakening
trend and a potential
reversal.

MACD

The MACD is a trend-
following momentum
indicator that shows
the relationship
between two moving
averages of price. It
consists of the MACD
line, the signal line,
and a histogram. When
the MACD line crosses
above the signal line, it
is a bullish signal.
When it crosses below,
it is a bearish signal.
The histogram shows
the difference between
the two lines and can
indicate the strength of
the momentum. The
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MACD is particularly
useful for identifying
trend changes and
momentum shifts.

Bollinger
Bands

Bollinger Bands consist
of a middle band (a
simple moving
average) and two outer
bands that are placed
two standard
deviations away from
the middle band. The
bands expand and
contract based on
market volatility. When
prices touch the upper
band, the market may
be overbought; when
they touch the lower
band, it may be
oversold. However, in
strong trends, prices
can walk along the
bands for some time.
Bollinger Bands are
also used to identify
squeeze patterns,



which precede periods
of high volatility.

Volume
Analysis

Volume is a crucial but
often overlooked
component of technical
analysis. In futures
markets, volume
represents the number
of contracts traded
during a given period.
Increasing volume
confirms the strength
of a price move, while
decreasing volume
suggests a lack of
conviction. For
example, if the price
breaks above a
resistance level on
high volume, it is a
strong bullish signal. If
the breakout occurs on
low volume, it may be
a false breakout.
Traders can also use
volume indicators like
On-Balance Volume

(OBV) to track the flow
of volume relative to
price changes.

APPLICATIONS OF
TECHNICAL
ANALYSIS IN
DIFFERENT
FUTURES
MARKETS

The beauty of technical
analysis is that it
applies to virtually any
futures market, from
grains to gold, from
crude oil to stock
indices. However, each
market has its own
characteristics that
traders must consider.

Commodi
ties
Futures

Commodities like corn,
wheat, soybeans, and
livestock are heavily
influenced by seasonal
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patterns and weather reports. Technical
analysis can
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