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Beginners Guide to VWAP Part 1: What is VWAP

2 Comments / Trading Articles / By Trader Dale

This article is a part of a three-part Beginners Guide to VWAP. Here are links to all three
parts:

1. Beginners Guide to VWAP Part 1: What is VWAP
2. Beginners Guide to VWAP Part 2: VWAP Trading_Setups
3. Beginners Guide to VWAP Part 3: Where to get VWAP & Setup Guide

VWAP DEFINITION:

VWAP stands for Volume Weighted Average Price. It is a trading indicator that shows
where the “fair value” of the instrument is. It is calculated using PRICE and VOLUMES.
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How does VWAP work? DOWNLOAD
WVAP is a simple line that shows on a price chart. It shows where the “fair value” of the [ CLICK HERE

trading instrument is.

If the price is above this line, then the instrument is overpriced and its price should drop back
to the VWAP line. ilD TRADERDALE




If the price is below the line, then it is undervalued and it should move upwards back to the
VWAP line. Recommended
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How is VWAP different to EMA, SMA, and other

standard Average indicators?

Follow TD on Facebook

Standard indicators that show the average price (EMA, SMA, ...) are calculated using two M  Toder Dale
variables: PRICE and TIME. ap < dasaw

Check out my newest trading idea
VWAP brings VOLUME into the equation. It is calculated using three variables: PRICE, TIME and analysis on ES (S&P 500
and VOLUMES. Futures)
This is really important, because VOLUMES make all the difference! www_trader-dale.com/sp-500-

futures-volume-profile-analysis-

. . 14th-december-202... seeMore
Imagine two scenarios:

1. In the first one, the price moves upwards and many institutions are joining in and adding
their longs to the buying rally. In this case, the VWAP line moves upwards.
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S&P 500 Futures: Volume

profile Analysis (14th
4 December 2023)
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2. In the second scenario, the price also moves upwards but there are no big volumes

DuckDuckGo blocked this
behind the move. There are no big guys pushing the price upwards. In this case the VWAP CO"teFt to PTEV::"t Facebook
won't move too much and the “fair value” will stay at the lower price levels. e

We blocked Facebook from
tracking you when the page
loaded. If you unblock this content,

Facebook will know your activity.
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None of the standard Average indicators is able to reflect this! The reason is simple — they m‘ﬁl

don’t use VOLUMES in their calculation. TRADING COURSE
& INDICATORS

In the picture below, you can see that the price (and volumes) are shifting downwards. VWAP




reflects that and the “fair value™ moves downwards too.

Do you want ME to help YOU with your trading?

Join one of my Volume Profile Educational courses and get my private trading levels,

15 hours of video content, my custom made Volume Profile indicators, and more!

Click Here l i l
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How to use VWAP in trading?

There are more ways how to trade using the VWAP. The simplest way comes from the logic,
that the VWAP represents a “fair value” and that the price should always return to it.

Many trading algorithms work like this: they BUY when the price is BELOW VWAP, and they
SELL when the price is ABOVE VWAP.

You can image VWAP as a magnet:
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VWAP deviations

The VWAP indicator which | developed has also the option to calculate 1st and 2nd VWAP
deviations. Those are standard deviations calculated from the VWAP and they are really useful.
In fact, most of my VWAP trading strategies are based on deviations!
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Deviations are calculated form VWARP, but they are a way more responsive to price and
volume changes. For example, when a new trend starts to form then it will first show on
Deviations.

This is the first way how to use Deviations:

Use VWAP deviations to identify TREND and
ROTATION

When the Deviations move sideways (horizontally), then there is a ROTATION:
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When the Deviations move upwards or downwards (vertically), then there is a TREND:
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Sometimes, you can tell whether there is ROTATION or a TREND by just looking at the simple
price chart. But there are cases when it is not so clear.

Let me explain:

A healthy trend needs to be volume driven. There needs to be big money behind the move
(the big guys need to join the party). VWAP and its Deviations reflect that because they track
VOLUMES . That's why they are so good at revealing trends!

Use VWAP Deviations as Supports and

Resistances

In my trading, | like to use the Deviations as Supports and Resistances. The price has nice
reactions to them. Especially to the 1st Deviation, which | like to use the most in my trading

strategies.

A good place for a Take Profit is the yellow VWAP line. The reason is that it works as a
magnet — the price tends to return to it.
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Are there any simple VWAP trading strategies |
can learn?

Yes there are!
| will show you these strategies step-by-step in my next VWAP article here:

Beginners Guide to VWAP Part 2: VWAP Trading_Setups

Where do | get VWAP?

You can get it as a part of my educational package called the Elite Pack, or you can purchase
it separately at the bottom of this page:

Dale’s Volume Profile & VWAP Training

Happy trading!

-Dale

Recommended Forex Broker

Having a solid broker with low spreads and commissions is ESSENTIAL for
PROFITABLE TRADING! Check out my recommended brokers
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2 thoughts on “Beginners Guide to VWAP Part 1:
What is VWAP”

JIRI SIK
APRIL 20, 2021 AT 16:25

Hello,
| would like to ask you why is the support line on different time frames more stronger or weaker?

For example: why is the support line weaker on M5 time frame compare to the support line on H4
time frame that is more stronger

What is the reason behind this?
Thank you and have a good day!
George

Reply
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Hello,

this is a really good question!

The higher time frame the more institutions trade it. The strongest trends (daily,weekly, monthly
time frames) are caused by huge financial institutions and their massive capital. Faster time
frames are also traded by institutions but there could be a lot of noise (algos, day traders,...) — but
those don't start and drive the strongest trends. Its the biggest guys who ride the big waves ' A
day trading level based on 5 Minute chart is not going to change a trend that has been there for a
year, right?
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USEFUL LINKS FOLLOW ME ON SOCIAL MEDIA YOU CAN ALSO FIND ME ON

Terms and Conditions _ Trading View
TD's MT4 Trade

Contact
Volume Profile

Become an Affiliate
Order Flow

Risk Disclosure
Futures and forex trading contains substantial risk and is not for every investor. An investor could potentially lose all or more than the initial investment. Risk capital is money that can be lost without jeopardizing ones’ financial

security or life style. Only risk capital should be used for trading and only those with sufficient risk capital should consider trading. Past performance is not necessarily indicative of future results.

Hypothetical Performance Disclosure

Hypothetical performance results have many inherent limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown; in fact,

there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program. One of the limitations of hypothetical performance results is that
they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk of actual trading.
for example, the ability to withstand losses or to adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous other factors related

to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the preparation of hypothetical performance results and all which can adversely affect trading resuits.

Testimonials

Testimonials appearing on this website may not be representative of other clients or customers and is not a guarantee of future performance or success.

Live Trades
This presentation is for educational purposes only and the opinions expressed are those of the presenter only. All trades presented are NOT TRADED IN A LIVE ACCOUNT and should be




