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Module 1 – Chapter 9 –The Role of Volume in 

Technical Analysis 

 

 When analyzing charts and making trading decisions, many 

traders focus primarily on price movements. However, another 

key component—often overlooked but equally vital—is volume. 

Volume provides insights into the strength, conviction, and 

sustainability of price moves. 

 

 Volume refers to the number of shares or contracts traded in 

an asset or security over a specific period. In the context of 

technical analysis, volume can be used to confirm price trends 

and generate trading signals based on divergences between 

volume and price. 

 

 

What it is and what it shows 

 

 Volume represents the level of interest or activity in a 

particular asset. A high volume indicates strong interest and 

heavy trading, while low volume can suggest a lack of interest or 

a period of consolidation. 

 

Several key insights that volume provides include: 
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 Strength Confirmation: A price movement accompanied 

by high volume is generally seen as having more strength and 

conviction. It suggests that the move is widely accepted and 

supported by traders. 

 

 Potential Reversals: If price reaches new highs or lows 

but volume doesn't support it, there might be a lack of conviction 

in the trend. This divergence can signal a potential reversal. 

 

 Breakouts and Breakdowns: When price breaks out of a 

consolidation range or a specific pattern (e.g., a triangle or 

channel) on high volume, it adds validity to the breakout. Low 

volume breakouts may be suspect and prone to failure. 

 

 Accumulation and Distribution: Periods of quiet 

consolidation with increasing volume might indicate accumulation 

(buying) or distribution (selling). Watching volume patterns can 

give hints about the potential next move. 

 

 

How to trade it 

 

Volume can be integrated into various trading strategies: 

 

1) Volume and Breakouts: When a stock breaks above a 

resistance level (or below a support level) on high volume, 
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it's often a valid signal that the breakout is genuine. This 

can be an opportune time for a trade. 

 

Example: If a stock has been trading between Rs.100 and Rs.120 

and suddenly breaks above Rs.120 on significantly higher volume 

than the recent average, it might indicate strong buying interest 

and a potential continued upward move. 

 

 

2) Volume Climax: A sudden spike in volume after a strong 

trend might indicate a climax or exhaustion move. This can 

be a sign of a potential trend reversal. 

 

Example: If a stock has been steadily climbing and then sees a 

sharp upward move on very high volume (much higher than 

previous days), it could suggest a buying climax and potential for 

a pullback or reversal. 

 

 

3) On Balance Volume (OBV): OBV is a momentum indicator 

that uses volume flow to predict changes in stock price. It 

adds volume on up days and subtracts volume on down 

days. A rising OBV suggests that volume is flowing into an 

asset, while a falling OBV indicates outflow. 
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4) Volume Divergence: When price and volume diverge, it 

can signal a potential trend change. For instance, if price is 

rising but volume is decreasing, it could suggest a lack of 

conviction in the upward move and a potential reversal. 

 

Example: A stock reaches new highs, but the volume starts to 

decline with each new high. This divergence can be a warning 

sign that the uptrend may not be sustainable. 

 

 

When using volume in technical analysis, it's essential to always 

use it in conjunction with other indicators and tools. No single 

indicator should be used in isolation. 

 

 

 

 

 

 

 

 

 

 

Disclaimer: - The information provided in this content is for educational and information purpose only. It is not 

intended as financial investments or trading advices. Financial decisions taken based on this information are at 

your own risk. 


