Understanding Volume Indicators

A Comprehensive Guide for Stock Market Trading

In the digital age, the number of people trading in the stock market is increasing day by day. However,
when trading using technical analysis, one concept that the majority of people misunderstand is volume
indicators. Many traders decide to buy or sell solely by looking at the green and red colors of the volume
bars on their trading charts. Unfortunately, this often leads to significant financial losses.

Confusing Volume Signals

Image 1: The Misunderstood Indicator. A digital trader analyzes complex charts, confused specifically by
the fluctuating red and green volume bars that offer conflicting signals.

A Simple Real-Life Example

To understand this simply, let's look at a daily life example. Imagine a movie theater in your area.

High Volume (The Crowd): On the release day of a new movie, there is a massive crowd. People queue
up en masse to get tickets. This visual crowd represents the public's intense interest in the movie and the
high "volume" of trade.

Low Volume (Empty): On another day, very few people show up. Even if the theater owner sets a higher
ticket price, if there are no people, no real trade is happening. This visual difference is market volume.



High Volume (Crowded) Low Volume (Empty)

Image 2: The Theater Metaphor. A visual comparison showing a packed, energetic movie theater entrance
(left: High Volume/Interest) contrasted against a sparse, quiet entrance (right: Low Volume/Interest).

Decoding the Colors of Volume Bars

Many people mistake a green volume bar for only buyers, and a red bar for only sellers. This is incorrect.
Trading solely based on the color of the volume bars is a flawed approach.

The volume shown on the chart is the total number of completed transactions.

Important Lesson: A single unit of volume is only created when one buyer and one seller complete a
transaction. For example, if 100 people want to buy and 100 people want to sell, 100 transactions occur,
generating 100 units of volume—not 200.

1 Buyer 1 Seller of Volume

Image 3: Correcting the Color Myth. A stylized infographic illustrating that 1 Unit of Volume requires both a
Buyer (Green silhouette) and a Seller (Red silhouette) to meet and complete a single transaction.



How to Effectively Use Volume

1. Adding a Volume Moving Average

The most effective way to use volume indicators is to add a Volume Moving Average (VMA) line. An
average line plotted over the chaotic volume bars lets you easily gauge average market participation.
When you get an entry signal based on your strategy, ensuring the volume bar is spiking above the VMA
increases the probability of success.

High Participation
/ Confirmed

Image 4: Adding VMA Context. A close-up on a trading interface showing red/green volume bars. A smooth
orange Volume Moving Average (VMA) line highlights a single tall green volume spike annotated as 'HIGH
PARTICIPATION CONFIRMED.’

2. Trading Breakouts (Confirmed vs. Fake)

Volume plays a massive role in breakout trading.

Genuine Breakouts: If the price candles break through a resistance level, and the volume bars are
simultaneously spiking above the VMA, it confirms a genuine breakout. The price is likely to keep rising.

Fake Breakouts: If the price breaks through resistance, but the volume remains low (well below the
VMA), this is likely a fake breakout. The price might fail and fall back by the very next day.
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Image 5: Breakout Comparison. A visual contrasting two scenarios. (Left): A genuine price breakout
confirmed by a volume spike exceeding the VMA line. (Right): A fake breakout where the price move is
unsupported by weak volume that stays below the VMA.

3. Spotting Volume Divergence
A crucial concept is Volume Divergence, which signals weakness and imminent reversal.

Warning Signal: If the price is moving upwards (making higher highs), but the corresponding volume
bars are decreasing (making lower highs), you must be cautious.

The Meaning: This "divergence" indicates that participation is drying up; the upward price movement is
unsupported by a crowd and will likely reverse.
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Image 6: Volume Divergence. A technical diagram visualizing divergence: The top price line chart is trending
UP (dashed orange arrow), while the corresponding volume bars below are continuously trending DOWN
(dashed purple arrow), annotated as 'DIVERGENCE DETECTED.'



Final Takeaway

Never make trading decisions based solely on the volume indicator. Volume bars are not
standalone entry signals; they are an additional source of validation. Use volume as an extra layer
of confirmation alongside your primary price action strategies. By combining accurate technical
analysis, disciplined risk management, and proper volume analysis, any trader can achieve
success in the market.
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