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The Definitive Guide To Point And Figure

The Definitive Guide to Point and Figure
The definitive guide to point and figure is an essential resource for traders and investors seeking a clear understanding of a unique
and effective technical analysis tool. Unlike traditional charting methods, point and figure (P&F) charting emphasizes price movements
and ignores time, providing a distinct perspective on market trends, support and resistance levels, and potential trade signals. Whether
you’re a beginner or an experienced trader, mastering the principles of P&F can enhance your decision-making process and improve
your trading outcomes.

What is Point and Figure Charting?

Definition of Point and Figure Charts
Point and figure charts are a type of technical analysis chart that plots price movements without regard to time. They focus solely on
significant price changes, represented by columns of X’s (indicating rising prices) and O’s (indicating falling prices). This method filters
out minor price fluctuations or “noise,” allowing traders to identify clear trends and reversal points.

Historical Background
Point and figure charting dates back to the late 19th century, attributed to Charles Dow’s early work and later refined by Thomas D.
Joseph and others. Its enduring popularity stems from its simplicity and effectiveness in highlighting key market signals, making it a
favored tool among technical analysts.

Core Principles of Point and Figure Charting

Price Movement Focus
Ignores time; only significant price changes are plotted.1.
Reversals are marked when prices move beyond a predefined threshold.2.
Eliminates minor fluctuations, reducing market “noise.”3.

Box Size and Reversal Criteria
The two critical parameters in P&F charting are:

Box Size: The minimum price movement required to add a new X or O. For example, a box size of $1 means each box represents a1.
$1 move in price.
Reversal Amount: The number of boxes needed to signal a trend reversal. Commonly set to 3 boxes, meaning a reversal occurs2.
only after a move of three boxes in the opposite direction.



Building a Point and Figure Chart
Determine the box size based on the asset’s price volatility.1.
Plot columns of X’s as prices rise beyond the previous high by at least one box.2.
Switch to O’s when prices decline beyond the previous low by at least one box, indicating a downtrend.3.
Reversal occurs when the price reverses by the reversal amount, prompting the switch of columns.4.

Advantages of Point and Figure Charting

Clarity in Trend Identification
Filters out market noise, making trend directions clearer.1.
Highlights support and resistance levels effectively.2.

Objective Buy and Sell Signals
Signals are based on well-defined chart patterns and reversals.1.
Reduces emotional bias in trading decisions.2.

Versatility Across Markets
Applicable to stocks, commodities, forex, and cryptocurrencies.1.
Useful for both short-term trading and long-term investing.2.

Key Concepts and Patterns in Point and Figure Charting

Support and Resistance Levels
Identified through horizontal lines where price columns repeatedly bounce or reverse, indicating levels where the market tends to find
support or resistance.

Breakouts and Breakdown
Breakout: When price surpasses a resistance level, signaling potential upward movement.1.
Breakdown: When price falls below a support level, indicating potential decline.2.

Triple Top and Triple Bottom Patterns
These patterns signal strong resistance or support:

Triple Top: Three consecutive peaks at roughly the same level, suggesting a potential reversal downward.1.
Triple Bottom: Three consecutive troughs at similar levels, indicating possible upward reversal.2.

Bullish and Bearish Reversal Patterns
Bullish Reversal: Signaled when a column of O’s surpasses previous support levels after a downtrend.1.
Bearish Reversal: Indicated when a column of X’s breaks below previous resistance after an uptrend.2.
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How to Read and Interpret Point and Figure Charts

Identifying Trends
Look for continuous columns of X’s or O’s to confirm trend direction:

Long columns of X’s indicate a strong uptrend.1.
Long columns of O’s suggest a sustained downtrend.2.

Spotting Reversals
Monitor for reversal signals when the price moves beyond the reversal threshold (e.g., three boxes).1.
Reversal patterns often signal potential trend changes, providing entry or exit points.2.

Using Support and Resistance
Draw horizontal lines at levels where multiple columns have reversed or paused, using these as reference points for predictive analysis.

Practical Steps for Implementing Point and Figure in Your Trading
Strategy

Step 1: Choose your parameters
Select an appropriate box size based on the asset’s volatility.1.
Set a reversal criterion (commonly 3 boxes).2.

Step 2: Construct the chart
Start plotting columns of X’s and O’s according to price movements.1.
Mark reversals when the price moves beyond the reversal threshold.2.

Step 3: Analyze the chart
Identify trends, support/resistance, and reversal patterns.1.
Look for breakout signals or breakdown signals.2.

Step 4: Make trading decisions
Enter trades upon confirmation of breakouts or reversals.1.
Use support/resistance levels to set stop-loss and take-profit orders.2.

Common Point and Figure Chart Patterns and Their Significance



Ascending and Descending Triangles
These consolidation patterns often precede breakouts:

An ascending triangle signals potential upward breakout.1.
A descending triangle suggests possible downward movement.2.

Double Top and Double Bottom
Double Top: Two peaks at similar levels, indicating resistance and possible reversal downward.1.
Double Bottom: Two troughs at similar levels, signaling support and potential reversal upward.2.

Head and Shoulders
A reversal pattern indicating a change from an uptrend to a downtrend or vice versa, characterized by three peaks/troughs.

Best Practices and Tips for Effective Use of Point and Figure

Adjust Box Size as Needed
Use a smaller box size for volatile assets to capture detailed movements, and larger sizes for less volatile markets.

Combine with Other Indicators
Use volume, moving averages, or other technical tools to confirm signals.1.
Cross-verification enhances the reliability of trade entries and exits.2.

Backtest and Practice
Test your P&F strategy on historical data to understand its effectiveness before applying it in live trading.

Maintain Discipline
Adhere to your predefined parameters and stop-loss levels.1.
Avoid emotional trading and impulsive decisions.2.

Limitations of Point and Figure Charting

Ignores Time Element
Since P&F charts do not factor in time, they may not be suitable for short-term traders needing timely signals.

Parameter Sensitivity
Choosing inappropriate box sizes or reversal criteria can lead to misleading signals or missed opportunities.
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Learning Curve
Interpreting P&F patterns requires practice and experience to distinguish genuine signals from false positives.

Conclusion
Point and figure charting remains a powerful and straightforward method for analyzing market trends

The definitive guide to point and figure Point and figure (P&F) charting is a distinctive and historically significant method of technical
analysis that continues to attract traders and investors seeking a different perspective on market trends. Unlike traditional candlestick or
bar charts, P&F charts focus solely on price movements, filtering out time and minor fluctuations to highlight clear supply and demand
imbalances. This comprehensive guide aims to demystify the principles, construction, interpretation, and practical applications of point
and figure charts, offering traders a detailed understanding of this powerful analytical tool.

Introduction to Point and Figure Charting

What is Point and Figure Charting?
Point and figure charting is a form of technical analysis that plots price changes without considering time or volume explicitly. Developed
in the late 19th century, it was initially used by commodity traders and has since gained recognition across various asset classes,
including equities, forex, and commodities. Unlike conventional charts that represent price over time, P&F charts plot columns of Xs and
Os to signify rising and falling prices, respectively. These charts emphasize significant price moves, thereby reducing market noise and
allowing traders to identify key support, resistance, and trend signals more clearly.

Historical Context and Evolution
The origins of point and figure charting are attributed to the work of Charles Dow and later, William Peter Hamilton, who employed
similar concepts in their analysis. The formalized method was refined by Edward and Julius Bremer in the early 20th century, and it
gained popularity among commodity traders. With advancements in computing, modern implementations have made P&F charting more
accessible and precise, integrating automated calculations with traditional principles.

Core Principles of Point and Figure Charting

Price-Based, Not Time-Based
One of the defining features of P&F charts is their focus solely on price movements. Time intervals are irrelevant; a new column begins
only when the price moves by a predetermined amount (the box size) in either direction. This approach filters out minor fluctuations that
do not meet the threshold, highlighting only meaningful trend changes.

Box Size and Reversal Amount
Two critical parameters underpin P&F chart construction: - Box Size: The minimum price increment that constitutes a single X or O. For
example, a box size of $1 means each X or O represents a $1 move. - Reversal Amount: The number of boxes the price must move in
the opposite direction to initiate a new column. Typically expressed as a multiple of the box size, common reversal amounts are 3 boxes
(e.g., a $3 reversal if box size is $1). These parameters significantly influence the chart's sensitivity and readability. Smaller box sizes
and reversal amounts generate more detailed charts, while larger values produce smoother, broader trend visuals.



Trend Identification and Signal Generation
P&F charts identify trend directions through the arrangement of columns: - Rising Trend: Consecutive columns of Xs moving upward,
indicating sustained buying pressure. - Falling Trend: Consecutive columns of Os moving downward, reflecting selling pressure.
Breakouts, support and resistance levels, and pattern formations on P&F charts serve as signals for potential entries, exits, or trend
reversals.

Constructing Point and Figure Charts

Step-by-Step Process
Constructing a P&F chart involves systematic steps: 1. Select Box Size and Reversal Criteria: Decide on the parameters based on the
asset's volatility and trading style. 2. Identify Starting Point: Begin at a specific price point—often the closing price of the first data point.
3. Plotting Xs and Os: - Adding Xs: When the price increases by at least the box size above the previous top, a column of Xs is plotted,
each representing a box-sized increment. - Adding Os: When the price decreases by at least the box size below the previous bottom, a
column of Os is plotted. 4. Reversal Rule: If the price reverses direction by the reversal amount (e.g., 3 boxes), the current column ends,
and a new column in the opposite direction begins. 5. Continuation: Repeat the process as new price data becomes available.

Example of Chart Construction
Suppose you set a box size of $1 and a reversal amount of 3 boxes ($3). Starting at $50: - Price rises to $52; plot two Xs. - Price then
increases to $53; add another X. - Price dips to $50; no reversal yet. - Price drops to $48; since this is a $2 decline, not enough for
reversal, continue. - Price drops further to $47; still no reversal. - If the price then falls to $47 (which is $3 below the previous column's
top at $50), a reversal trigger occurs: the X column ends, and a new Os column begins.

Interpreting Point and Figure Charts

Trend Lines and Breakouts
Trend lines are drawn along the tops or bottoms of columns to identify support and resistance. Breakouts occur when the price
surpasses the previous high or low, signaling potential trend changes. - Price Breakouts: Indicate strong buy or sell signals. - Horizontal
Support/Resistance: Identified by multiple columns at similar price levels.

Patterns and Signals
P&F charts are especially renowned for pattern recognition, including: - Double Top and Double Bottom Breakouts: Confirm trend
continuations or reversals. - Triple Top and Triple Bottom: Stronger signals indicating significant support or resistance. - Catapults and
Saucer Patterns: Indicate potential trend accelerations or consolidations. - Rounding Bottoms: Signify gradual trend reversals.

Measuring Price Targets
Using the height of patterns (e.g., the distance between support and resistance levels) and applying the box size, traders can estimate
potential price targets following a breakout.
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Advantages and Limitations of Point and Figure Charting

Advantages
- Clarity in Trend Identification: Filters out minor price fluctuations, providing clear trend signals. - Effective Breakout Detection:
Emphasizes significant price moves, making breakouts more conspicuous. - Versatility: Applicable across various markets and
timeframes. - Objective: Less subjective than some other charting methods, especially with predefined parameters.

Limitations
- Lack of Time Context: Ignoring time can obscure the duration of trends. - Parameter Sensitivity: Choice of box size and reversal
amount impacts signals; improper selection can lead to false signals. - Limited Use of Volume Data: Focuses solely on price, potentially
missing insights from volume trends. - Learning Curve: Requires understanding of pattern formations and proper parameterization,
which can be complex for beginners.

Practical Applications of Point and Figure Charting

Trend Following
Traders use P&F charts to identify sustained trends and confirm breakouts, entering positions when the price surpasses previous
resistance or support levels.

Support and Resistance Levels
By analyzing multiple columns and pattern formations, traders can pinpoint critical levels where price is likely to reverse or consolidate.

Entry and Exit Points
P&F signals help in timing entries during trend confirmations and setting exit points upon trend exhaustion or reversals.

Risk Management
Using support and resistance levels derived from P&F charts, traders can set stop-loss orders to manage downside risk effectively.

Integrating Point and Figure with Other Tools
While powerful on its own, P&F charting is often combined with other analysis techniques: - Moving Averages: To confirm trend
direction. - Relative Strength Index (RSI): To assess overbought or oversold conditions. - Fibonacci Levels: To identify potential reversal
zones. - Fundamental Analysis: To support technical signals with underlying asset insights.

Conclusion: Is Point and Figure Right for You?
Point and figure charting remains a valuable tool for traders seeking a clear, objective view of market trends. Its focus on significant
price movements and pattern recognition can enhance decision-making, especially when used in conjunction with other analytical
methods. However, mastery requires understanding its principles, selecting appropriate parameters, and interpreting patterns within the



broader market context. As markets evolve, P&F charts continue to adapt, supported by technological advancements that make
construction and analysis more accessible. Whether you are a trend follower, pattern analyzer, or a trader looking to filter market noise,
integrating point and figure analysis into your toolkit can offer a distinct advantage in navigating the complexities of financial markets. In
summary, the definitive guide to point and figure charts underscores their unique approach—filtering out noise, emphasizing significant
moves, and enabling traders to identify trends and reversals with clarity. By mastering the construction, interpretation, and application of
P&F charts, traders can enhance their technical analysis repertoire and make more informed trading decisions across various markets.

Questions & Answers About the definitive guide to point and figure

No Question Answer

1 What is the Point and Figure charting
method?

Point and Figure charting is a technical analysis method that uses columns of
X's and O's to represent price movements, focusing on significant price
changes and filtering out minor fluctuations to identify trends and reversals.

2 How does Point and Figure charting differ
from traditional candlestick or bar charts?

Unlike candlestick or bar charts that display time-based data, Point and Figure
charts emphasize price movements and ignore time, highlighting key support
and resistance levels, trend directions, and buy or sell signals based on price
action alone.

3 What are the main components of a Point
and Figure chart?

The main components include columns of X's representing rising prices,
columns of O's indicating falling prices, and predefined box sizes and reversal
amounts that determine when a new column begins, helping traders identify
trends and reversals.

4 How do you determine the box size and
reversal criteria in Point and Figure
charting?

Box size and reversal criteria are set based on the trader's preference, the
asset's volatility, and the timeframe. Commonly, the box size is a fixed amount
(e.g., $1, $5), and the reversal is typically set at 3 boxes, meaning a reversal
occurs when the price moves more than three boxes in the opposite direction.

5 What are the key trading signals generated
by Point and Figure charts?

Key signals include 'breakouts' above resistance levels, 'double tops,' 'double
bottoms,' and 'trendlines' breaches, which indicate potential buy or sell
opportunities based on significant price movements and pattern formations.

6 Can Point and Figure charting be used for all
types of assets?

Yes, Point and Figure charting can be applied to a wide range of assets
including stocks, commodities, forex, and cryptocurrencies, as it is a price-
focused method that works across different markets and timeframes.

7 What are the advantages of using Point and
Figure charts over other technical analysis
tools?

Advantages include clear trend identification, reduced noise from minor price
fluctuations, straightforward buy and sell signals, and the ability to visualize
support and resistance levels effectively without the distraction of time-based
data.

8 Are there any limitations to Point and Figure
charting?

Limitations include the reliance on predefined box sizes and reversal criteria,
which can lead to missed signals if not set appropriately, and the fact that it
does not account for time, making it less effective for short-term trading
strategies that depend on timing.

9 What resources are recommended for
learning and mastering Point and Figure
charting?

Recommended resources include classic books like 'Point and Figure
Charting' by Thomas D. Dorsey, online tutorials, trading platforms with Point
and Figure charting features, and courses offered by technical analysis
educators to deepen understanding and practical application.

point and figure charting, technical analysis, trading strategies, chart patterns, price action, market analysis, trading techniques,
charting methods, financial markets, trend analysis
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