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The Definitive Guide to Point and Figure
Analysis

Point and figure charting, a form of technical analysis that filters out noise and focuses on significant
price changes, offers a unique perspective on market trends. This definitive guide will explore its
intricacies, benefits, and practical applications, equipping you with the knowledge to effectively utilize
this powerful tool. We'll delve into box size selection, reversal criteria, and chart interpretation, providing
a comprehensive understanding of point and figure analysis. Key aspects we will cover include
understanding box size, identifying reversal points, and the effective interpretation of point and
figure charts.

Understanding the Fundamentals of Point and Figure Charts

Point and figure charts differ significantly from traditional candlestick or bar charts. They ignore time
and instead focus solely on price movements of a given magnitude. This simplification allows traders to
identify potential support and resistance levels, breakouts, and trend reversals more clearly. The chart
consists of a grid, where Xs represent price increases and Os represent price decreases. The size of each
box (the "box size") represents a predetermined price increment.

For example, a box size of 1 might represent a $1 change in price for a stock, while a box size of 5 might
represent a $5 change for a higher-priced security. This box size selection is a crucial decision, as it
directly impacts the chart's sensitivity. Smaller box sizes will show more price fluctuations, while larger
box sizes will filter out minor price changes, highlighting only substantial moves.

The chart is constructed by plotting Xs when the price rises by the box size, and Os when the price falls
by the box size. A change in direction necessitates starting a new column. This means a column only
consists of either Xs or Os, never a mix. For example, if the price goes up 10 points in our $1 box size
example, you would place 10 Xs in a single column. If it then drops 5 points, you would begin a new
column to the right with 5 Os. This process creates a unique visual representation of price action, devoid
of the daily or hourly fluctuations that often obscure the underlying trend.

The Benefits of Using Point and Figure Analysis

Point and figure analysis offers several advantages over traditional charting methods:

e Noise Reduction: By focusing solely on significant price movements, point and figure charts filter
out the "noise" of minor price fluctuations, making it easier to identify clear trends and potential
turning points. This is especially beneficial in volatile markets.

e Objective Trend Identification: The visual representation of price action in columns of Xs and Os
facilitates a more objective assessment of the market's direction. Subjectivity is minimized,
reducing emotional biases in trading decisions.

¢ Clear Support and Resistance: The chart visually highlights significant support and resistance
levels, aiding in identifying potential entry and exit points. Breakouts from these levels often signal
important trend changes.

e Improved Timing of Entry and Exit: Point and figure charts do not provide exact timing but
provide a clear signal on potential trend changes.

e Versatile Across Asset Classes: Point and figure analysis can be applied to various asset classes,
including stocks, futures, forex, and cryptocurrencies. The methodology remains consistent
regardless of the market.

Practical Usage and Chart Interpretation: A Step-by-Step Guide

Mastering point and figure analysis requires understanding several key elements:
### Choosing the Right Box Size

The box size is a critical parameter. A smaller box size provides more detail but may lead to increased
noise. A larger box size filters out noise but may miss smaller, yet significant, price movements. The
optimal box size often depends on the volatility of the asset being analyzed and the trader's individual
preferences. Backtesting different box sizes on historical data can help determine the most effective size
for a particular asset.

### ldentifying Reversal Points

A reversal typically occurs when the price moves against the prevailing trend by a specified number of
boxes. This number, the "reversal criterion," needs to be chosen. Common reversal criteria are 3 boxes or
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2 boxes. A three-box reversal means that a trend reversal is signaled when the price moves three boxes in
the opposite direction of the prior trend.

#4## Reading Point and Figure Charts

e Uptrend: A series of ascending columns of Xs indicates an uptrend. The longer the columns, the
stronger the trend.

e Downtrend: A series of descending columns of Os indicates a downtrend. Again, column length
denotes strength.

e Breakouts: A price move beyond the high of a previous column (during an uptrend) or beyond the
low of a previous column (during a downtrend) is usually considered a breakout, indicating a
continued trend.

e Support and Resistance: Horizontal lines drawn across peaks and valleys of columns represent
support and resistance zones. Breaks above resistance levels are bullish, and breaks below support
levels are bearish.

Advanced Techniques and Considerations in Point and Figure
Analysis

While the basic principles are straightforward, mastering point and figure analysis involves incorporating
advanced techniques such as:

¢ Combining with other indicators: Point and figure charts can be used in conjunction with other
technical indicators, such as moving averages or volume analysis, to confirm signals and improve
trading accuracy.

e Multiple Box Size Analysis: Comparing charts using different box sizes can offer a more
comprehensive understanding of potential support, resistance and trend strength.

e Understanding Chart Patterns: Familiarizing yourself with common chart patterns that may
emerge on point and figure charts (such as head and shoulders, double tops/bottoms, etc.) can
significantly enhance predictive capability.

Conclusion

Point and figure analysis provides a unique and powerful approach to technical analysis. By focusing on
significant price movements and filtering out noise, it offers traders a clear and objective view of market
trends. This guide has provided the necessary foundation for understanding and utilizing point and figure
charts effectively, equipping you to make more informed trading decisions. Remember, while point and
figure charts can be a valuable tool, it's essential to combine them with other forms of analysis and risk
management strategies for optimal results.

Frequently Asked Questions (FAQ)

Q1: What is the optimal box size for point and figure analysis?

Al: There's no universally optimal box size. The best box size depends on the specific asset and its
volatility. A more volatile asset might require a larger box size to filter out noise, while a less volatile
asset might benefit from a smaller box size to capture more detail. Experimentation and backtesting are
crucial to determine the most suitable size for your specific needs.

Q2: How do I interpret a breakout on a point and figure chart?

A2: A breakout occurs when the price moves beyond a previous column's high (in an uptrend) or low (in a
downtrend). This suggests the trend might continue in the direction of the breakout. However, always
confirm the breakout signal with other forms of analysis to reduce the risk of false signals.

Q3: Can point and figure charts be used for short-term trading?

A3: While point and figure charts are often used for longer-term analysis due to their focus on significant
price movements, they can be adapted for shorter-term trading by adjusting the box size and reversal
criteria. However, the lack of time element might make this challenging for very short-term scalping.

Q4: What are the limitations of point and figure analysis?

A4: Point and figure analysis primarily focuses on price, ignoring time and volume. This can make it less
useful in predicting the timing of price moves, unlike traditional charts that display both price and time.
Furthermore, its reliance on historical price data limits its effectiveness in anticipating unpredictable
market events.

Q5: How does point and figure analysis compare to candlestick charting?

A5: Candlestick charts provide a detailed visual representation of price movement over time, including
open, high, low, and close prices. Point and figure charts, on the other hand, focus solely on significant
price changes and ignore the time element, highlighting support and resistance levels and potential trend
changes. Both methods can be valuable and offer different perspectives on price action.
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Q6: Can I use point and figure analysis with automated trading systems?

AG6: Yes, algorithmic trading strategies can be developed around point and figure analysis by defining
rules for entry and exit based on specific chart patterns and breakouts. However, appropriate risk
management protocols are crucial.

Q7: Where can I find software or platforms for creating point and figure charts?

A7: Many charting platforms, both paid and free, offer point and figure charting capabilities. Many
trading platforms and specialized technical analysis software include point and figure charting tools as
one of their features. Research various options to find a platform that suits your needs and budget.

Q8: How can I improve my proficiency in using point and figure analysis?

A8: Practice, patience, and consistent application are key. Start by analyzing historical charts of different
assets and varying box sizes. Compare your analysis with actual price movements and learn to identify
patterns and signals. Combine your analysis with other forms of technical and fundamental analysis to
improve accuracy and refine your approach.

A Definitive Guide to Point and Figure Analysis

Point and Figure charting, unlike standard candlestick or bar charts, offers a unique angle on market
movement . It filters the noise of insignificant price fluctuations, focusing instead on significant patterns
and possible reversals. This handbook will equip you with the knowledge to master this powerful
technique for examining market data and making educated trading choices .

Understanding the Fundamentals:

Point and Figure charts are built using a network of boxes, representing price movements. The size of
each box, or the "box size," is chosen by the trader and determines the scope of price changes necessary
to trigger a new entry. A common box size is one-half or one point for most stocks. The chart only records
price changes, neglecting the time frame. This makes it a powerful tool for identifying trends
independent of time.

Generally , X's are used to represent price increases , while O's are used to represent price declines. The
number of boxes used vertically represents the magnitude of the price movement. For instance, with a
box size of 1, three consecutive price increases of 1 would be represented by three stacked X's. A
subsequent price fall of one point would then be indicated by an O in the next column. This pictorial
representation helps clarify complex market data, making it easier to identify key support and resistance
points .

Constructing a Point and Figure Chart:

Constructing a chart manually can be time-consuming , but luckily various software packages are
available to automate the method. However, understanding the manual creation is essential for a deeper
grasp . You begin by selecting a box size and a reversal size. The reversal size specifies the number of
boxes a price must move in the opposite direction to trigger a new column. For example, a three-box
reversal means that three consecutive O's are needed to switch from an X column to an O column, and
vice-versa.

Once you have your data (typically daily or weekly closing prices), you start plotting. If the price rises by
at least the box size, you add an X. If it declines by at least the box size, you add an O. You proceed this
process, building columns of X's and O's, mirroring the price movements .

Interpreting Point and Figure Charts:

The beauty of point and figure charts lies in their ability to identify clear trends and potential reversals.
Long columns of X's indicate a strong upward trend, while long columns of O's signal a strong downward
trend. Changes in column length often foreshadow trend reversals. For example, a progressively
shrinking column of X's might suggest the upward momentum is diminishing, while a sudden, sharp
increase in the column length of O's suggests a accelerating downtrend.

Support and resistance levels are easily identified as areas where the price struggled to penetrate . These
levels are often marked by clusters of X's or O's. Experienced traders use these levels to position stop-loss
orders and set profit goals .

Practical Applications and Implementation Strategies:

Point and Figure analysis is not a stand-alone trading strategy; rather, it's a valuable tool in a trader's
arsenal. It is best used in conjunction with other methods , such as fundamental analysis, to verify signals
and lessen risk. By integrating Point and Figure charting into your trading plan, you can gain a deeper
insight of market dynamics and make more reasoned trading selections.

Conclusion:

Point and Figure analysis provides a unique and powerful way to filter out market noise and focus on
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significant price movements and trends. By grasping the basics of chart building and interpretation,
traders can obtain a useful tool for identifying potential support and resistance levels, trend reversals,
and ultimately making better trading decisions . While it's not a "holy grail," its straightforwardness and
effectiveness make it a worthy supplement to any trader's equipment.

Frequently Asked Questions (FAQ):

1. What box size should I use? The optimal box size depends on the exact asset and your trading style.
Experiment with different box sizes to find what operates best for you.

2. How do I determine the reversal size? The reversal size is often set to the same value as the box
size, or a multiple thereof (e.g., 3 times the box size). Again, experimentation is key.

3. Can Point and Figure analysis be used for all asset classes? Yes, it can be applied to stocks,
currencies , futures, and other monetary instruments.

4. Is Point and Figure analysis suitable for all trading timeframes? While adaptable, it's generally
more effective on extended charts, as it filters out short-term noise.
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