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Thomas Dorsey Point And Figure
Charting

Thomas Dorsey Point and Figure Charting is a foundational methodology in technical
analysis that offers traders and investors an effective way to interpret market trends and make
informed trading decisions. Developed by Thomas J. Dorsey in the early 20th century, this
charting technique has stood the test of time due to its simplicity and ability to filter out
market noise, emphasizing only significant price movements. Whether you are a novice trader
or an experienced analyst, understanding Dorsey’s point and figure charting can enhance your
ability to identify key support and resistance levels, trend reversals, and price targets.

What is Thomas Dorsey Point and Figure Charting?

Thomas Dorsey’s point and figure charting is a method of plotting price movements that
focuses solely on price changes, disregarding the passage of time. Unlike traditional
candlestick or bar charts, which display price data over fixed time intervals, point and figure
charts record only significant price movements, making them highly effective for identifying
market trends. Core Principles of Dorsey’s Method: - Price-Based Charting: Only upward or
downward price movements that meet or exceed a specified threshold (called the "box size")
are plotted. - Reversal Criteria: A new column of X’s (indicating rising prices) or O’s (indicating
falling prices) is started only when the price reverses by a predetermined amount (called the
"reversal amount"). - Filtering Noise: Small fluctuations are ignored, allowing traders to focus
on meaningful trend changes. This approach helps traders avoid false signals caused by minor
price swings and provides a clearer picture of overall market direction.

History and Development of Dorsey’s Point and Figure
Charting

Thomas J. Dorsey, known as the "Father of Point and Figure Charting," introduced this
technique in the early 1900s. His goal was to create a charting system that would eliminate
market noise and focus solely on the most relevant price movements. Dorsey’s pioneering work
laid the groundwork for modern technical analysis and influenced many subsequent charting
methods. Over the decades, the technique has been refined, and various traders and analysts
have adapted Dorsey’s principles to suit different markets and trading styles. Today, point and
figure charting remains a popular tool among professional traders, especially in commodities,
stocks, and forex markets.

Advantages of Thomas Dorsey Point and Figure



Charting

Implementing Dorsey’s point and figure charting offers several significant benefits:

Clarity in Trend Identification: By filtering out minor price fluctuations, the method1.
provides a clearer view of the prevailing trend.
Effective Support and Resistance Levels: The charts highlight key levels where price2.
reversals often occur.
Price Targets and Breakouts: Traders can estimate potential price movements based on3.
chart patterns.
Versatility: Suitable for various markets and timeframes.4.
Reduced Emotional Bias: The systematic approach minimizes subjective interpretation.5.

How to Construct a Dorsey Point and Figure Chart

Constructing a point and figure chart involves several steps, primarily centered around
selecting appropriate parameters and plotting price movements accordingly.

Step 1: Choose Your Parameters

- Box Size: Defines the minimum price movement required to mark an X or O. Common choices
include $1, $2, or 1% of the stock price. - Reversal Amount: The minimum price reversal
needed to switch from X’s to O’s or vice versa. Standard reversal is three boxes (e.g., if box
size is $1, then a reversal requires $3 of movement). Selecting suitable box size and reversal
amount depends on the market, the asset’s volatility, and the trader’s time horizon.

Step 2: Plotting the Chart

- Start with an initial price: Begin plotting from a chosen point. - Draw X’s for upward
movements: When the price rises by at least the box size, add an X for each box of movement. -
Draw O’s for downward movements: When the price falls by at least the box size, add an O for
each box of movement. - Switch columns on reversals: Once the price reverses by the reversal
amount, start a new column of O’s or X’s, depending on the direction.

Step 3: Interpreting the Chart

- Trend Lines: Continuous columns of X’s or O’s indicate a strong trend. - Support and
Resistance: Reversal points often mark key support or resistance levels. - Patterns: Double
tops, double bottoms, and other formations signal potential breakouts or trend changes.

Key Patterns and Signals in Dorsey’s Point and Figure
Charting

Understanding chart patterns is crucial for making trading decisions. Here are some common
patterns and their significance:
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1. Double Top and Double Bottom

- Double Top: Two consecutive columns of X’s reaching a similar high, indicating resistance. -
Double Bottom: Two columns of O’s at a similar low, indicating support.

2. Breakouts

When the price surpasses the previous high (in an X column) or dips below the previous low (in
an O column), it signals a potential trend reversal or continuation.

3. Price Targets

- Measured by the height of the pattern, projected from breakout points. - Useful for setting
profit objectives.

4. Failures and Reversals

- Patterns where the expected breakout does not occur can signal false signals or trend
exhaustion.

Practical Applications of Thomas Dorsey Point and
Figure Charting

This charting method is versatile and can be used in various trading strategies:

Trend Following

- Identify sustained upward or downward trends. - Use trend lines and column patterns to
confirm entries and exits.

Reversal Trading

- Detect early signs of trend reversals through pattern formations like double tops/bottoms. -
Confirm reversals with volume and other indicators.

Support and Resistance Analysis

- Spot key levels where price has historically reversed. - Determine breakout points for trade
entries.

Price Target Estimation

- Use chart patterns to project potential price movements. - Helps in setting realistic profit
targets.



Limitations and Considerations

While Dorsey’s point and figure charting offers many advantages, traders should be aware of
its limitations: - Parameter Sensitivity: The choice of box size and reversal amount significantly
impacts the chart's signals. - Lagging Indicators: Like all technical analysis tools, it may lag
behind real-time market movements. - Market Conditions: Less effective in highly volatile or
choppy markets where false signals are common. - Learning Curve: Requires practice to
interpret patterns accurately.

Integrating Dorsey’s Method with Other Analysis Tools

For a comprehensive trading approach, combine point and figure charting with other technical
indicators: - Moving Averages: Confirm trend direction. - Relative Strength Index (RSI): Detect
overbought or oversold conditions. - Volume Analysis: Validate breakout signals. - Fibonacci
Retracements: Identify potential retracement levels. Combining these tools can improve the
reliability of trading signals derived from Dorsey’s point and figure charts.

Conclusion

Thomas Dorsey’s point and figure charting remains a powerful and straightforward technique
for analyzing price movements and identifying key market trends. Its focus on significant price
changes helps traders filter out market noise and make more confident trading decisions. By
understanding the construction, interpretation, and application of Dorsey’s method, traders
can enhance their technical analysis toolkit, improve trade timing, and develop a disciplined
trading approach. Whether used alone or in conjunction with other analysis tools, mastering
Dorsey’s point and figure charting can provide deeper insights into market behavior and
improve your overall trading performance. As with any trading method, practice, patience, and
continuous learning are essential to harness its full potential. Keywords: Thomas Dorsey point
and figure charting, point and figure charts, technical analysis, trend identification, support
and resistance, price targets, chart patterns, breakout signals, market analysis

Thomas Dorsey Point and Figure Charting: Unlocking the Power of Visual Market Analysis
Introduction Thomas Dorsey Point and Figure Charting is a sophisticated yet accessible
method of technical analysis that has gained prominence among traders and investors seeking
to decode market trends with clarity and precision. Rooted in the traditional point and figure
(P&F) charting approach, Dorsey’s techniques introduce unique modifications that enhance
the interpretative power of these charts. Unlike conventional price charts that emphasize time
and volume, Dorsey’s approach focuses solely on price movements, filtering out market noise
and delivering clear signals about support, resistance, and trend reversals. As markets become
increasingly complex, understanding and applying Dorsey’s point and figure methodologies
can provide traders with a competitive edge in identifying high-probability trading
opportunities. This article delves into the origins, principles, and practical applications of
Thomas Dorsey’s point and figure charting, offering traders a comprehensive guide to
mastering this powerful analytical tool. From basic concepts to advanced techniques, we will
explore how Dorsey’s adaptations can improve decision-making and foster disciplined trading
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strategies. The Origins and Evolution of Dorsey’s Point and Figure Charting The Roots of Point
and Figure Charting Point and figure charting dates back to the late 19th century, developed
as a method to filter market noise and identify clear trend directions. Traditional P&F charts
use columns of X’s and O’s to represent rising and falling prices respectively, but historically,
they lacked the nuanced methodology that modern traders seek. Thomas Dorsey’s
Contributions Thomas Dorsey, a pioneering trader and author in the early 20th century,
revolutionized traditional P&F techniques with his innovative adaptations. Recognizing the
limitations of basic P&F charts—such as arbitrary box sizes and reversal criteria—Dorsey
introduced systematic rules designed to improve clarity and reliability. His approach
emphasized: - Specific box sizes tailored to the asset's volatility - Clear reversal rules to
confirm trend changes - Rigorous discipline in chart interpretation - Integration of risk
management principles into chart analysis Dorsey’s work laid the foundation for what would
become a structured, disciplined approach to point and figure charting, making it more
accessible and practical for traders across various markets. Core Principles of Thomas Dorsey
Point and Figure Charting The Building Blocks: Boxes, Columns, and Reversals At the heart of
Dorsey’s methodology is the concept of boxes — discrete price ranges that form the basic units
of the chart. Each box encapsulates a specific price movement, and the size of these boxes is
chosen based on the average volatility of the asset. - Boxes: Represent a fixed price increment
(e.g., $1, $0.50, etc.) - Columns: Vertical sequences of boxes that indicate trend direction -
Reversals: When price moves sufficiently against the current trend, a new column is initiated
Selecting Box Size and Reversal Criteria Choosing the right box size is crucial. Dorsey
recommended: - Aligning box size with the asset's volatility: more volatile assets require larger
boxes to avoid false signals - Adjusting box size periodically to adapt to changing market
conditions Reversal criteria determine how much the price must move to switch from X’s to
O’s or vice versa: - Typical reversal amount: 3 boxes (but can vary) - A reversal occurs when
the price moves enough to form at least the specified number of boxes in the opposite
direction Trend Identification and Confirmation Dorsey’s charts focus on isolating primary
trends: - Uptrend: columns of X’s progressing higher - Downtrend: columns of O’s progressing
lower - Sideways or consolidating markets: characterized by alternating or flat columns
Confirmation of trend changes occurs only when the reversal criteria are met, ensuring traders
act on validated signals rather than noise. Practical Applications of Dorsey’s Point and Figure
Charting Identifying Support and Resistance Levels Dorsey’s method excels at highlighting key
support and resistance levels: - Support levels are identified where columns of O’s fail to break
below previous lows - Resistance levels are observed where columns of X’s struggle to surpass
prior highs - These levels are visually clear and can guide entry and exit points Recognizing
Breakouts and Breakdown Patterns Breakouts above resistance or breakdowns below support
are critical signals for traders: - Breakout: when a column of X’s surpasses prior resistance,
indicating potential upward momentum - Breakdown: when a column of O’s falls below
support, signaling possible decline Dorsey’s charting approach ensures these signals are based
on confirmed trend changes rather than false alarms. Spotting Reversal Points Using specific
reversal rules, traders can accurately pinpoint: - Trend reversals: crucial for timely entries or
exits - Pullbacks and consolidations: enabling strategic position management Confirming
Trends with Volume and Other Indicators While Dorsey’s P&F charts are primarily price-
focused, traders often integrate volume and other indicators for added confirmation,



enhancing the reliability of signals. Advantages of Dorsey’s Point and Figure System Clarity
and Simplicity - Eliminates irrelevant price fluctuations, making trend analysis straightforward
- Provides a visual "big picture" view of market direction - Reduces emotional decision-making
by emphasizing discipline Flexibility and Adaptability - Suitable for various assets: stocks,
commodities, forex, cryptocurrencies - Adjustable box sizes and reversal criteria to cater to
different trading styles and timeframes - Can be combined with other technical tools for
comprehensive analysis Risk Management - Clear entry and exit points facilitate disciplined
risk control - Support and resistance levels derived from charts help set stop-loss and profit
targets Challenges and Limitations Choosing the Right Parameters - Selecting appropriate box
sizes and reversal criteria requires experience and market understanding - Overly small boxes
may lead to false signals; too large may miss opportunities Market Conditions - Less effective
in choppy or sideways markets with frequent false signals - Best used in trending
environments for maximum benefit Learning Curve - Requires mastery of chart interpretation
rules - Traders need to be disciplined and consistent in applying the methodology Integrating
Dorsey’s Point and Figure Charting into a Trading Strategy Step-by-Step Implementation 1.
Asset Selection and Timeframe: Choose assets with sufficient volatility; select a timeframe
aligning with your trading style 2. Parameter Setting: Determine box size based on recent
volatility; set reversal criteria accordingly 3. Chart Construction: Build the P&F chart following
Dorsey’s rules 4. Analysis: - Identify trend direction - Mark support and resistance levels -
Watch for breakouts or breakdowns - Confirm signals with volume or other indicators 5. Trade
Execution: Enter trades based on validated signals 6. Risk Management: Set stop-losses near
support/resistance levels 7. Review and Adjust: Periodically reassess parameters to adapt to
changing market conditions Combining with Other Technical Tools - Moving averages for trend
confirmation - Oscillators to gauge overbought or oversold conditions - Volume analysis for
additional confirmation Real-World Examples and Case Studies Case Study 1: Stock Breakout
A trader analyzing a technology stock notices a series of columns of X’s approaching a known
resistance level. The breakout occurs when a new column of X’s surpasses the previous high,
confirmed by increased volume. The trader enters a long position, placing a stop-loss below
the support level identified on the chart. Case Study 2: Trend Reversal An investor observes a
sustained downtrend with columns of O’s. After a few reversal signals, a new column of X’s
forms, surpassing prior resistance. This signals a potential trend reversal, prompting a
strategic buy decision aligned with the established trend. Final Thoughts: The Future of
Dorsey’s Point and Figure Charting As markets evolve with technological advancements, the
relevance of classic charting techniques like Dorsey’s point and figure method remains strong.
Its emphasis on discipline, clarity, and trend confirmation makes it a valuable tool amidst the
noise of modern trading environments. While it requires practice and understanding to master,
integrating Dorsey’s approach with other analytical methods can significantly enhance trading
performance. In an era where data-driven decisions are paramount, Thomas Dorsey’s
innovations provide a timeless framework for traders seeking a disciplined, visual, and
effective way to navigate the complexities of financial markets. Whether used as a primary
analysis tool or as a complementary method, Dorsey’s point and figure charting continues to
stand as a testament to the enduring power of disciplined technical analysis.
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Questions & Answers About thomas dorsey point and
figure charting

N
o

Question Answer

1 What is Thomas Dorsey's
contribution to point and figure
charting?

Thomas Dorsey is credited with popularizing and
formalizing the point and figure charting methodology
in the early 20th century, refining its techniques and
making it a widely used tool for technical analysis.

2 How does Dorsey’s point and
figure charting differ from
traditional candlestick
analysis?

Dorsey's point and figure charting focuses solely on
price movements and ignores time, using X's and O's to
represent price increases and decreases, whereas
candlestick analysis incorporates both price and time
to provide detailed market insights.

3 What are the main advantages
of using Thomas Dorsey point
and figure charts?

The main advantages include clear visualization of
support and resistance levels, trend detection without
the noise of minor price fluctuations, and the ability to
identify breakouts and reversals more effectively.

4 Can Dorsey’s point and figure
charting be used for all types
of assets?

Yes, Dorsey’s point and figure charting can be applied
to a wide range of assets including stocks,
commodities, forex, and cryptocurrencies, making it a
versatile tool for various markets.

5 What are the key components
to understand in Dorsey’s point
and figure charting?

Key components include box size, reversal amount,
trendlines, and support/resistance levels, all of which
help in accurately interpreting market movements and
making trading decisions.

6 How do traders interpret
breakouts in Thomas Dorsey
point and figure charts?

Traders interpret breakouts as signals of strong new
trends; a breakout above a resistance column suggests
a bullish move, while a breakdown below a support
column indicates bearish potential, prompting traders
to act accordingly.

7 Are there modern tools or
software that incorporate
Thomas Dorsey’s point and
figure charting techniques?

Yes, several technical analysis platforms and charting
software include features for creating and analyzing
Dorsey’s point and figure charts, making it easier for
traders to utilize this methodology in their analysis.

Thomas Dorsey, point and figure charting, technical analysis, chart patterns, price reversal,
trend analysis, charting techniques, stock market analysis, trading strategies, chart
construction
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