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Objectives 
• We now have an understanding of the premise/theory 

behind order flow 

– Liquidity above & below (ceilings & floors) prevents price from 
moving. Market orders eat the ceilings & floors and price 
moves. 

– As price moves in one direction, it leaves a relative vacuum of 
liquidity in it’s wake and this makes retraces inevitable. 

– Reversals occur with a combination of absorption, traders give 
up, countertrend traders step in 

• How Liquidity shapes price action 

• Scalping vs Position Day Trading 

 

 

 

 

 



Liquidity, Price Action and Pre-empting 
changes in behavior 



Liquidity & Price Action/Volatility 
• Ever had your favorite market behave unreasonably/out of character for a 

while? 
• Are you trading the market or a particular liquidity profile that causes that 

price action? 
• Liquidity Changes 

– Liquidity in any given Market will often change for days or weeks at a time 
– Markets thin out before news releases 
– Markets get thicker on the offer at swing highs/high of day 
– Markets get thicker on the bid at swing lows/low of day 
– Markets will also just change the liquidity picture for days or weeks at a time 
– Balanced markets will be thicker, lots of 2 sided trading 
– Uncertain markets will be thinner 
– VIX driving HFT Participation? 

• When the liquidity picture changes, should you learn how to trade the 
new reality or move to a market that  now has the volatility you prefer. For 
example – if ES becomes illiquid, then the Treasuries will too and they will 
act more like the ES than the ES does! 
 

 
 

 
 



Liquidity & Price Action/Volatility 

 

 



Scalping - Why & Where 



Scalping First 
 
 
 

• Scalping? Must be real easy if I 
have to try that first…. 

• Or do you just lose your shirt 
faster that way? 
 

 
 

 
 

 
 
 

• The scalpers that I know all look at order flow but 
within the context of good trade location, which 
often means an ‘extreme’ of one form or another. 

• But surely there must be more to extremes than the 
days high & low… 
– Temporary Value 
– Stop Runs 
– Return to area that will be defended 
– Liquidity Vacuums 

 
 

 
 

 
 



‘Temporary’ Value 
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Trading Into Stops 



Stop Locations 



Stop Locations & Imbalances 

• There is no magic in knowing where stops are 
because there is no guarantee they will be 
run. 

• What does help is to know how much fuel on 
the fire. 

• Imbalances are normal. On the way down, 
you’ll see sellers often 2x the buyers. What is 
not normal is to see sellers 2x the buyers witn 
no move down. 

 



Return to Defend/HVN 

• Areas where there are a lot of committed 
traders will often be defended 

• This could be a reversal long to short reversal 
where you see a lot of sell-side commitment. 
When it comes back to that area, you expect 
sellers to defend it. 

• It could be a single price where an exceptional 
amount of contracts traded or a range of 
prices. 

 



Liquidity Vacuum 

• In a one way market price will often be 
“sucked back” against the flow 2-3 ticks. 

• Often this is accompanied by very little depth 
supporting the ‘trend’. 

• You can watch for the depth to disappear and 
trade into the vacuum or wait for it to be 
sucked back and stop, then trade to the 
overall trend. 

 



Q&A 
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