Volume Average Exponential Indicator
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Over the past 150+ years, there has been almost nothing of consequence written about how to use volume to predict price direction.  The adage "volume leads price" is not particularly helpful, nor insofar as I know, has that truism ever really been proven with rigorous testing.

 

Donald Cassidy wrote "Trading on Volume" book in about 305 pages - which IMHO could have been cut to 20 pages or less without losing worthwhile content relating to the subject.  Other than this one book, I am unaware of any other serious attempts to explain how to interpret volume. If you know other or better sources, please let me know via private messaging at www.tradestation.com .

 

OBV (On Balance Volume) was an attempt to use volume as an indicator, by (?) Woods & Frank Vignolia. OBV was wrongly credited years later to Joseph Granville.  The first name for Mr. or Mrs. Woods seems to have been lost forever.

OBV performs badly when there are price gaps, and not really all that great when there are no gaps.  

 
There are many other volume related indicators:  

 

CMI (Cumulative Volume Index)

Elastic volume weighted moving average

Equivolume

Volume adjusted moving average

Price Volume index

PVT (Price and Volume Trend)

PVI (Positive volume index)

Percent Volume change

Various short sales based indices and advances/decliners indices

Public/Specialists Short Ratio

Time segmented volume

TVI (Trading volume index)

Upside/Downside Volume indicators by Global Futures and others

Up/Down Volume ratio slope

Volume Accumulation (Chaikin) Oscillator

Volume-Price trend

Volume Oscillator

Volume Rate-of-Change

VWAP (Volume Weighted Average)

Wako Volume Ratio

Woods Cumulative Volume Float indicator

Various accumulation and distribution indices

 
and probably others I've never discovered.

 

Amazingly:  NONE of these try to interpret volume like a trader does. 

This Indicator.

This indicator makes a very simple attempt to interpret volume to predict near term price movement.  This prediction is near term, meaning over the next three to five bars, but not necessarily the very next bar.
This indicator was created to replace the Volume Average Indicator provided by TradeStation.  It can be used in charts and/or RadarScreen.  

Its purpose: 

· Correctly use Tick or Volume data for charts and RadarScreen tables for any interval.
· Provide a choice of simple or exponential moving average for volume moving average.
· Provide better volume prediction of near term price direction
· Provide a Commentary window display
· Provide color choices for chart histograms (and volume average).

How to use.

Install into any chart or RadarScreen table.  Change the input parameters if required.  See Instructions below.  

Do not assume that the price direction predictions provided by the color coded bars or the Commentary window display or the RadarScreen Vol Predict column, are highly accurate.  These are only guides to consider, and only a starting place to assist with interpreting volume as a predictor of future price.

Instructions.
1. Pane.  This indicator is formatted to display in the third pane. Reformat the indicator to place it in any other pane instead.
2. Commentary window.  The commentary window can be displayed by clicking on the Chart tool bar, currently the third icon from the right that looks like a cartoon or comic book conversation balloon, then clicking on any bar.

To get the commentary window to move more easily, click on the T icon and activate Window or Workspace or Global choices.  Then as you move the arrow keys the commentary window data will change for each bar. 

Inputs.  I have not done enough testing to determine which of the volume average calculation methods or lengths work best.  This may vary by symbol and even by symbol cycle.  The same is true for the alert percentages.
a. VolAvgType is the moving average calculation method for volume average. Edits: must be 1, 2 or 3. IMPORTANT: see page 7 “How to Set RadarScreen’s History Control”.
 
1 = Simple moving average


2 = Exponential moving average (default) 
3 = Hybrid – based upon Goose’s external GMA function.  It is a weighted moving average for (VolAvgLength – 1 ) bars. The calculation thereafter is an exponential moving average.
b. VolAvgLength is the moving average calculation length.  Default = 21 periods. Input edits: must be > 1 and < 200. IMPORTANT: see page 7 “How to Set RadarScreen’s History Control”.
c. AlertPctAbove is a percentage increase of volume above its moving average.  An alert is issued when volume equals or exceeds this percentage increase over its moving average.  Default = 50 which is 50%. 
d. AlertPctBelow is a percentage decrease of volume above its moving average.  An alert is issued when volume equals or exceeds this percentage decrease under its moving average.  Default = 50 which is 50%.  Input edits: must be >= 0 and < 100. 

e. ReversalFactor - this factor times volume average (a percentage) colors a volume bar with the caution color because a reversal might follow on the next bar when volume spikes this high.  Default = 1.50 or 150%.  Input edits: must be > 0 and < 10.00. 

f. Colors. Refer to Tradestation documentation for information about how to set colors. The defaults are shown after each color input:
Histogram default custom colors:

BullishStrongColor
rgb (     0 , 210 ,   0 )
- green

BullishColor 

rgb ( 150 , 255 , 150 )
- light green - chartreuse)


CautionColor

rgb ( 250 , 250 , 150 ) - yellow


NeutralColor 

rgb ( 160 , 160 , 164 ) - dark gray

BearishColor

rgb ( 255 , 150 , 150 ) - pink

 
BearishStrongColor
rgb ( 255 ,     0 ,     0 )
- red

Commentary window default custom colors:

CW_BullStrongColor

rgb (    0 ,  210 ,     0 ) - green

CW_BullishColor 

rgb ( 150 , 255 , 150 ) - light green

CW_CautionColorData
rgb ( 235 , 170 ,   20 ) - yellow

CW_CautionColorHead
rgb ( 250 , 250 , 150 ) - orange

CW_NeutralColor 

rgb ( 160 , 160 , 164 ) - gray

CW_BearishColor

rgb ( 255 , 150 , 150 ) - pink
 
CW_BearStrongColor

rgb ( 255 ,     0 ,     0 ) - red
g. CommentaryTable turns the Commentary window calculations and display on or off. The indicator runs faster with this turned off and that is the recommended setting if executing in RadarScreen.  If executing in charts, and if it is useful to view the Commentary window then turn this setting on. Edits: must be 1 or 0.


1 = On 



0 = Off (default) 

h. FixedColor_Commentary – if true (default) uses the fixed, hard coded colors for the Commentary winow.  If false then uses the Commentary window custom colors.

i. GraphDelay – when indicators use look back or moving averages or other techniques requiring historical data, there must be sufficient history before those calculations are valid.  If there are not sufficient data before displaying any results, then those results will be flawed and the display will be messed up and sometimes bizarre. This setting controls when this indicator begins to display on a chart, to prevent premature displays.  For this indicator, that means waiting until GraphDelay * VolAvgLength before displaying any histogram bars or the moving average of volume.  The effect can be seen on the far left-most history displayed on a chart – there will be no volume histograms displayed until enough history has occurred.  For some indicators the GraphDelay must be set larger than 1.  Default for this indicator is 1, which is sufficient.  This impacts only charts.
j. dFormat – this determines the format of the date, month and year displayed in the Commentary window.  Default = "YYYYMMDD".  Edits: must be "MMDDYYYY" or "YYYYMMDD" or "DDMMYYYY".

k. SepChar this is the separation character between date, month and year displayed in the Commentary window.  Default = "/". Edits: none. 

Errors in RadarScreen.

A small white or yellow letter "i" in any cell, usually a cell in the left most column right after the symbol column, indicates that there has been a data feed problem of some kind for that particular symbol.  Contact TradeStation at dataintegrity@tradestation.com to report this and to get the data or data feed fixed. This is not an error condition caused by a bug in this indicator.

A small red letter "e" usually means a calculation error. Hovering the mouse cursor over the red "e" usually causes display of an error message.  
Build 24 of this indicator contained fixes for two RadarScreen bugs:  RS’s improperly handling cross over and cross under EasyLanguage statements; and improperly handling plot statements beginning in TS 8.1 build 3002 and still existing in build 3006.
The most common cause for this condition with this indicator is that RadarScreen is not set up to look back at sufficient past history, for the input parameters set herein. (In some indicators, the most common "e" is caused by a divide by zero logic condition that the verify process did not prevent.)

This indicator is formatted to provide sufficient past history plus a bit more, for the default moving average length. If that default setting is changed to a larger value, then history data settings must be increased. 

Also, sometimes for unknown reasons, the history settings get messed up under TS 8.1 (and prior releases of TS).

How to Set RadarScreen’s History Control.  When symbols are loaded each time into an RS table with this indicator, early in processing it is entirely normal for one or both of the above error code letters may appear.  Just be patient and wait until all of the symbols have been processed.  This may take several minutes, depending upon how many symbols are being processed, and upon the memory size and processor speed and Internet connection speeds of the PC on which this indicator and TS/RS instance are executing - and upon what other things are active in TS or RS or elsewhere on the PC.

Here is how to set the history parameter in the indicator, external to EasyLanguage, via formatting (these can also be set within EasyLanguage for the indicator by right mouse clicking on the code then selecting properties and then proceeding in a somewhat similar fashion to the steps below):

- Bring up the Format Indicator window.  

- Select the General tab at the top in the Format Indicator window.  

- Check the box "Load additional data for accumulative calculations".

-  If using VolAvgType = 2 (default) then enter at least 4.5 * the VolAvgLength into that RadarScreen  "Additional bars to load:” box.  Example.  For an exponential moving average of 21 periods, enter at least 4.5 * 21, or 95.  I recommend rounding up this number.

The higher this number, the greater the accuracy. However, the larger this number is, the longer it will take to process each batch of symbols, because more history will be retrieved and processed. The extra processing time may be trivial for a few symbols, but significant for 900 symbols.

The 4.5 factor comes from a currently published table provided in TS documentation.  Those TS recommended figures might not be sufficiently large enough.

In a test that Goose ran in November 2005, a 6.5 factor produced greater accuracy than 4.5.  Hence I have set the default properties of this indicator’s “Additional bars to load” to 6.5 * the default 21 periods for the VolAvgLength, which equals 137.
If using VolAvgType = 3 then enter at least the VolAvgLength value.  E.g., 21 for the default VolAvgLength of 21 periods.  

This VolAvgType will run faster than VolAvgType = 2 because this selection requires fewer bars before results start to become accurate enough.
However, VolAvgType = 3 will produce different results from VolAvgType = 2.  VolAvgType = 3 tends to produce better results for the early bars, compared with VolAvgType = 2.  Which is better?  Either can be argued as being better.

One place where VolAvgType = 3 is unquestionably superior for a while, is for a new symbol, such as an IBO, where there is not a lot of prior history available yet.
VolAvgTypes 2 and 3 tend to converge, the larger the number of bars that pass.  If close results between the two are desired, then for VolAvgType 3’s “Additional bars to load” value, use 4.5 to 6.5 * the VolAvgLength, just as you would do for VolAvgType = 2.

If using VolAvgType = 1, the “Additional bars to load” can be left blank or empty, because the automatic bars back function will pick the correct amount of history for the simple moving average.  Even so, I recommend setting “Additional bars to load” to at least 80 to 100, so that there enough sample periods are used to be significant n- see next consideration.
An additional consideration.  Aside from the inherent formulae requirements, how much of a sample of volume history is required to be significant?
Well, the markets and volume data are not random and are not normalized, that is, they do not match the classic bell shaped curve of statistics.  However, we know from statistics that for a normal bell shaped curve of distributed random values, that at least 80 to 100 samples are required.   Therefore, you might want to use a minimum of, say, 100, as the smallest value for the “Additional bars to load”.  
Credits. 
Tick versus Volume EasyLanguage code solution provided by Mark Mills, EasyLanguage Engineer, TradeStationSecurities, Inc.

Commentary window HTML code style and techniques were largely created by ekam.  Ekam put considerable time into designing and creating this code.
Date formatting code was originally created by _Nemo for a different indicator.

Improvements for processing efficiency in my code were taught to me by Goose.
The hybrid VolAvgType = 3 concept and code are directly and entirely from work by Goose.  His perseverance with me, and his testing of the values of factors for determining the best settings for the “Additional bars to load” were very helpful. 

Indicator created by tachyonv (Vince Heiker).  Please contact me via private messaging at www.tradestation.com if you wish to provide comments or suggestions.
November 27, 2005 Version 3.8 build 25.
