
Price Action Based On Supply And Demand
Trading Method: Technical Analysis And
Charting Market Traps Forex Trading
In the ever-evolving world of financial trading, successful traders are
always on the lookout for effective strategies that can give them an edge in
the competitive markets. Price action based on supply and demand trading
method is one such approach that has gained immense popularity due to
its simplicity, reliability, and profitability.

Fundamentals of Price Action:

Price action trading involves analyzing the price movements of an asset
over time. By observing candlestick patterns, traders can identify areas
where the supply of the asset exceeds demand (creating a downtrend) and
vice versa (creating an uptrend). Candlestick patterns are essential tools
for price action traders, as they provide valuable insights into market
psychology and momentum.

Supply and Demand in Trading:

Understanding supply and demand is crucial in price action trading. Supply
in the market is the amount of an asset available for sale at a specific price,
while demand is the amount of an asset that buyers are willing to purchase
at that price. When supply exceeds demand, the price of the asset falls,
creating a downtrend. Conversely, when demand exceeds supply, the price
of the asset rises, leading to an uptrend.
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Identifying Supply and Demand Zones:

Traders identify supply and demand zones by observing price behavior at
key levels. Support levels are areas where the price tends to bounce back,
indicating strong demand. On the other hand, resistance levels represent
areas where the price struggles to break through, suggesting ample supply.

Trading Strategies Using Price Action:

Price action based on supply and demand trading method offers a range of
trading strategies that can be employed in different market conditions.
Some common strategies include:

Trend Following: This strategy involves identifying the current trend
based on supply and demand zones and trading in the direction of the
trend.
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Range Trading: Range traders focus on identifying supply and
demand zones within a specific price range and trade within those
boundaries.

Breakout Trading: Breakout traders look for breakouts above
resistance or below support levels, anticipating further movement in
the direction of the breakout.

Benefits of Price Action Trading:

Simplicity and Objectivity: Price action trading is easy to understand
and implement, as it relies on price data without any subjective
indicators.

Reliablity: Supply and demand zones are based on fundamental
market forces, which makes them relatively reliable in identifying
potential trading opportunities.

Profitability: By exploiting imbalances between supply and demand,
traders can potentially generate significant profits.

Flexibility: Price action trading can be applied to various financial
instruments, such as stocks, forex, and commodities.

Common Pitfalls to Avoid:

While price action based on supply and demand trading method can be
effective, certain pitfalls can hinder traders' success:

False Breakouts: Not all apparent breakouts above resistance or
below support levels lead to significant price movements. Traders
should exercise caution and confirm breakouts with additional
evidence.



Overreliance on One Factor: Supply and demand analysis is just one
factor in price action trading. Traders should consider other factors,
such as market sentiment and economic data, to make informed
trading decisions.

Trading Against the Trend: Trading against the prevailing trend is not
advisable, as it goes against the fundamental principles of price action
trading.

Lack of Risk Management: Proper risk management is essential in all
trading strategies. Traders should always use stop-loss orders and
position sizing appropriate for their risk tolerance.
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