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Six lessons with tests and exercises 1o
help you master Point & Figure analysis

Point and Figure Charting Dorsey is a technical analysis method that has gained traction among
traders and investors for its simplicity and effectiveness in identifying price movements without the
noise of time. Developed in the early 20th century, point and figure (P&F) charting focuses solely on
price changes rather than time, making it a unique approach to market analysis. This article delves
into the intricacies of point and figure charting, emphasizing its application by Dorsey Wright &
Associates, a firm renowned for its innovative use of this charting method.

Understanding Point and Figure Charting

Point and figure charting is a method that allows traders to visualize price movements in a clear and
concise manner. Unlike traditional charts that plot price against time, P&F charts use a grid of X’s



and O’s to represent price increases and decreases.

Basic Principles of Point and Figure Charting

1. Price Movement:
- An X is plotted when the price moves up by a predetermined amount (referred to as the box size).
- An O is plotted when the price moves down by the same amount.

2. Box Size and Reversal Amount:

- The box size is the smallest price movement that will be charted (e.g., a box size of 1 means that
any $1 change in price will result in a new X or O).

- The reversal amount determines how much the price must change in the opposite direction to
warrant a new column (commonly set at three boxes).

3. Columns:

- P&F charts consist of columns of X's and O's. A column of X's indicates upward price movement,
while a column of O's represents downward price movement.

- A new column is started when the price reverses by the set reversal amount.

Advantages of Point and Figure Charting

- Clarity: P&F charts eliminate market noise, allowing traders to focus on significant price changes.

- Trend Identification: The method clearly indicates support and resistance levels, making it easier to
identify trends.

- Versatility: P&F charts can be used for various assets, including stocks, commodities, and
currencies.

Dorsey Wright & Associates and Point and Figure
Charting

Dorsey Wright & Associates (DWA) is a respected investment advisory firm that has popularized
point and figure charting in the financial industry. Founded in 1987, DWA employs P&F analysis as
part of its market research and investment strategies.

Key Contributions of Dorsey Wright

1. Technical Research: DWA produces extensive research on market trends and individual securities
using P&F charts, providing valuable insights to investors.

2. Momentum Investing: The firm emphasizes a momentum-based approach, utilizing P&F charting
to identify strong stocks and sectors.

3. Educational Resources: DWA offers a plethora of educational materials, including webinars,
articles, and courses that teach traders how to interpret and utilize point and figure charts



effectively.

Implementation of Dorsey Wright's Methodology

To effectively use Dorsey Wright’s point and figure charting techniques, investors can follow these
steps:

1. Select a Stock or Index: Choose a security that you want to analyze.

2. Determine Box Size and Reversal Amount: Decide on the appropriate box size and reversal
amount based on the stock’s price volatility.

3. Construct the Chart: Begin plotting the price movements, using X’s for upward movements and
O’s for downward movements.

4. Identify Patterns: Look for chart patterns such as breakouts, consolidations, and reversals that
can provide insight into future price movements.

5. Analyze Support and Resistance: Use the chart to identify key levels where the price has
previously reversed, indicating potential support or resistance.

Common Patterns in Point and Figure Charts

Dorsey Wright emphasizes the importance of recognizing specific patterns in point and figure
charts. Understanding these patterns can enhance decision-making and improve trading strategies.

Key Patterns to Watch

1. Buy Signals:
- A breakout above resistance (indicated by a new column of X’s) signals a potential buy opportunity.
- A double top formation can also indicate bullish sentiment.

2. Sell Signals:
- A breakdown below support (indicated by a new column of O’s) serves as a sell signal.
- A double bottom formation is a bearish pattern to watch for.

3. Price Objectives:

- Dorsey Wright provides methods for calculating price objectives using the height of patterns, such
as triangles or rectangles, and applying them to the breakout point.

Limitations of Point and Figure Charting

While point and figure charting offers several advantages, it is not without its limitations. Traders
should be aware of the following:

1. Lack of Time Component: Since P&F charts focus solely on price and ignore time, traders may
miss critical information related to timing their trades.



2. Subjectivity: The choice of box size and reversal amount can be somewhat subjective, leading to
different interpretations among traders.

3. Not Foolproof: Like all technical analysis tools, P&F charting can produce false signals and may
not always accurately predict market movements.

Integrating Point and Figure Charting with Other
Analysis Techniques

To enhance the effectiveness of point and figure charting, many traders find it beneficial to combine
it with other technical analysis methods.

Complementary Analysis Techniques

1. Moving Averages: Overlaying moving averages can help traders identify overall trends and
confirm signals generated by P&F charts.

2. Volume Analysis: Incorporating volume data can provide additional context to price movements,
helping to validate breakouts or reversals.

3. Relative Strength Index (RSI): Using RSI can assist in identifying overbought or oversold
conditions, offering further insight into potential price movements.

Conclusion

Point and figure charting, particularly as popularized by Dorsey Wright & Associates, remains a
powerful tool for traders and investors seeking to understand price movements in a clear and
effective manner. By focusing solely on price changes and eliminating market noise, P&F charts
allow for the identification of trends, support, and resistance levels. While it has its limitations,
integrating point and figure analysis with other technical methods can provide a comprehensive
approach to market analysis. As financial markets continue to evolve, the principles of point and
figure charting remain relevant, aiding traders in making informed decisions in their investment
strategies.

Frequently Asked Questions

What is point and figure charting?

Point and figure charting is a technical analysis method used to represent price movements of a
security without taking time into account. It focuses on price changes and filtering out noise to
identify trends and reversals.



Who is Dorsey in relation to point and figure charting?

Dorsey refers to Tom Dorsey, a prominent figure in technical analysis who has popularized point and
figure charting through his books, seminars, and software. He emphasizes its importance in
identifying clear buy and sell signals.

What are the advantages of using point and figure charts?

Point and figure charts help traders to simplify price action analysis, reduce noise from minor price
fluctuations, and clearly identify support and resistance levels, making it easier to make informed
trading decisions.

How do you interpret a point and figure chart?

Interpretation involves looking for patterns such as columns of Xs (indicating rising prices) and Os
(indicating falling prices). Traders also look for formations like double tops, triple bottoms, and
breakouts to make trading decisions.

Can point and figure charting be used for various asset
classes?

Yes, point and figure charting can be applied to various asset classes, including stocks, commodities,
currencies, and indices, making it a versatile tool for traders across different markets.

What are some common mistakes to avoid when using point
and figure charting?

Common mistakes include over-relying on point and figure signals without confirming with other
indicators, neglecting trends over longer time frames, and misinterpreting patterns due to lack of
experience.
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