Indicator of Bollinger borders is represented by two lines, which are built on the distance equal to certain amount of standard deviations. Since the value of standard deviation depends on volatilessness of the price, the lines controls their width automatically. The width increasing when the market is more vilatile and decreasing when the market is less volatile.

Features of Bollinger's lines:

- wild changing of prices usually occures after shrinkage of the line, which mean decreasing of volatilessness;
- if the prices are out of borders, the continuation of the current tendency is expected;
- if after the peaks and cavities outside the lines there are peaks and cavities inside the lines, the turn of tendency is possible;
- the movement of the prices, started from one of the border iof the line, usually reaches the opposite border. This feature is usefull for prognostication of price's orienting points.

The lines of Bollinger looks like the Envelopes Moving Averages indicator. The main difference between them is that the borders of envelopes are located above and below the line ov moving average on the fixed distance, which is evaluated in percents, whereas the botders of the Bollinger lines are built on the distances equal to certain number of standard deviations.

Bollinger Bands are a pair of values placed as an "envelope" around a data field. The values are calculated by taking the moving average of the data for the given period and adding or subtracting the specified number of standard deviations for the same period from the moving average.

Bollinger Bands are useful for determining whether current values of a data field are behaving normally or breaking out in a new direction. For example, when the closing price of a forex market increases above its upper Bollinger Band, it will typically increase in that direction.

Bollinger Bands can also be used for identifying when trend reversals may occur. A reversal is typically indicated by new highs or lows outside of the bands followed by another high/low inside the bands.

Since the standard deviation can be used as a forex volatility indicator, the current width of the envelope can also be used for trend information. A narrow envelope indicates a lower amount of volatility while a wide envelope indicates a higher amount. High volatility levels can sometimes be used to time trend reversals, such as market tops and bottoms and low volatility levels are sometimes used to time the beginning of new upward price trends following periods of consolidation.

A useful forecasting tool shows that moves that begin at one band tend to go all the way to the other band.

Bollinger Bands are similar to Trading Bands and share many of their characteristics, except trading bands do not vary in width based on volatility.


Thus, the basic interpretation of Bollinger Bands is that prices tend to stay within the upper- and lower-band. 
The distinctive characteristic of Bollinger Bands is that the spacing between the bands varies based o n the volatility of the prices. 
During periods of extreme price changes (i.e., high volatility), the bands widen to become more forgiving. During periods of stagnant pricing (i.e., low volatility), the bands narrow to contain prices. 
The bands are plotted two standard deviations above and below a simple moving average. They indicate a "sell" when above the moving average and a "buy" when below it. 
The bands are used in conjunction with other analyses, including RSI, MACD, CCI, and Rate of Change.
Bollinger Bands draw their power through two important characteristics. 

First, they exhibit an underlying trend-range axis just like price or moving averages. 

Second, they constrict or expand as they move. The interaction between these two forces draws unique patterns as bars unwind through its boundaries

. Candlesticks work especially well with bands. For example, a Doji that strikes through a constricting band effectively signals a short-term reversal.
Interpretation
Bollinger Bands are usually displayed on top of security prices, but they can be displayed on an indicator. These comments refer to bands displayed on prices.

As with moving average envelopes, the basic interpretation of Bollinger Bands is that prices tend to stay within the upper- and lower-band. The distinctive characteristic of Bollinger Bands is that the spacing between the bands varies based on the volatility of the prices. During periods of extreme price changes (i.e., high volatility), the bands widen to become more forgiving. During periods of stagnant pricing (i.e., low volatility), the bands narrow to contain prices.

Mr. Bollinger notes the following characteristics of Bollinger Bands.

· Sharp price changes tend to occur after the bands tighten, as volatility lessens. 

· When prices move outside the bands, a continuation of the current trend is implied. 

· Bottoms and tops made outside the bands followed by bottoms and tops made inside the bands call for reversals in the trend. 

· A move that originates at one band tends to go all the way to the other band. This observation is useful when projecting price targets. 



Example
The following chart shows Bollinger Bands on Exxon's prices.
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The Bands were calculated using a 20-day exponential moving average and are spaced two deviations apart.

The bands were at their widest when prices were volatile during April. They narrowed when prices entered a consolidation period later in the year. The narrowing of the bands increases the probability of a sharp breakout in prices. The longer prices remain within the narrow bands the more likely a price breakout.



Calculation
Bollinger Bands are displayed as three bands. The middle band is a normal moving average. In the following formula, "n" is the number of time periods in the moving average (e.g., 20 days).
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The upper band is the same as the middle band, but it is shifted up by the number of standard deviations (e.g., two deviations). In this next formula, "D" is the number of standard deviations.
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The lower band is the moving average shifted down by the same number of standard deviations (i.e., "D").
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Mr. Bollinger recommends using "20" for the number of periods in the moving average, calculating the moving average using the "simple" method (as shown in the formula for the middle band), and using 2 standard deviations. He has also found that moving averages of less then 10 periods do not work very well.
Other Source

Bollinger bands are a great trading indicator to use in your forex technical analysis and can help you in three ways to gain greater accuracy in your trading signals and increase profit potential. Let’s look at Bollinger bands in greater detail.

If you want to succeed in forex trading you need to be able to deal with volatility and the Bollinger band is an essential indicator to help you deal with it, turn it to your advantage and gain greater accuracy with your trading signals.

Bollinger bands will help you achieve the following in your forex trading strategy:

1. Help spot trend reversals

2. Spot trend changes

3. Time trading signals with greater accuracy.

Bollinger Bands Defined

Bollinger bands are volatility bands drawn around a simple moving average in the center giving you a total of three lines. Two outer bands and the inner moving average. The outer bands represent the standard deviation of price from the average mid band.

Moving averages are used to identify the underlying trend.

The distance between upper and lower Bollinger bands gives you the volatility of the market traded. The greater the distance the upper and lower bands are the more volatile price of the market traded will be.

Bollinger Bands

In any market, traded the price rises slowly over the longer term. Prices may become volatile in short periods of time, but will normally come back to the longer term moving average - which is defined by the centre band.

The center band the ”normal” value of the market traded that people are used to paying over time i.e it reflects the longer term trend.

The volatility of the outer bands shows how volatile prices are and how far away price is from “normal” value.

Short term price spikes historically away from the average and are normally caused by trader psychology and prices will return the mid band average.

Bollinger bands can therefore help with the following.

1. Spotting New Trends Developing

When a market makes trades in a narrow range, the Bollinger bands are also narrow and close to the central band this means volatility is low and when prices start to become more volatile a new strong trend and volatility are about to emerge.

When prices break above or below the upper or lower band, a signal is given that a trend is about to develop and a trader can position himself to enter the market on the break of the bands.

2. Timing Entry Levels

The Bollinger bands can when a trend is already in progress help you get into the trend with good risk / reward on a Price pullback.

A forex trader simply does this by looking for pullbacks to the center band (moving average) and then enters in the direction of the trend.

3. Market Turning points

When the price touches the top of the Bollinger band and starts to falter - a return to the middle band is likely, as prices have moved to quickly away from the average. On the other hand, when prices hit the bottom of the Bollinger band and momentum wanes a buy signal could be the right move.

Bollinger bands are an essential tool for warning of trending moves and they also help trader’s time entry into these trends with greater accuracy once they have developed.

Standard deviation is an essential concept for all traders to understand and deal with as volatility needs to be dealt with in any forex strategy and Bollinger bands help traders do this.

Using Bollinger Bands with Other Technical Indicators

Bollinger bands should NEVER be used to enter trading signals on their own - they need to be combined with other indicators to confirm trading signals.

Great indicators to combine with Bollinger bands are - RSI, ADX and the stochastic.

There is no better indicator for looking for potential set ups and when combined with momentum indicators such as those above, you have a powerful combination that can ensure greater timing accuracy on your forex charts and lead you to currency trading success.

Bollinger Bands - An Essential Tool For Bigger Profits
If you have read our article on standard deviation of price you will understand why this concept is essential for all traders and a great way of applying the theory is the Bollinger band.

Bollinger bands are simple to use and are available free on many chart services on the web and will give you a greater insight into market movement and trading for profit.

Let’s look at them.

Bollinger bands will help you how to do the following.

1. Predict big trends

2. Spot trend changes

3. Time market entry with greater accuracy.

What are Bollinger Bands?

Bollinger bands are volatility bands drawn around a simple moving average in the center giving you three lines in total.

Bollinger bands are calculated using the standard deviation of a price over the exact same period as moving averages and plotted as lines above and below the moving average.

Moving averages are used to identify the underlying trend and are the middle band.

Bollinger bands then combine this moving average with the volatility of the individual market to create a trading envelope the standard deviation.

The distance between upper and lower Bollinger bands simply give you the volatility of the market traded. The greater the distance the upper and lower bands are the more volatile price of the market traded is.

Bollinger Bands Work

In any market, traded the price rises slowly over the longer term. Prices may become volatile in short periods of time, but will normally come back to the longer term moving average which is defined by the centre band.

The center band the”normal” value of the market traded that people are used to paying over time i.e it reflects the supply and demand fundamentals.

The volatility of the outer bands shows how volatile prices are and how far away price is from “normal” value. Short term price spikes tend to be short term and are normally caused as much by trader psychology Bollinger bands can therefore help with the following.

1. Spotting New Trends

When a market makes trades in a narrow range, the Bollinger bands are also narrow and close to the central band this shows a market with low volatility.

This can be a warning that a trending move is about to start.

When prices break above or below the upper or lower band, a signal is given that a trend is about to develop and a trader will go with the break.

2. Timing Entry Levels

The Bollinger bands can when a trend has started help you get into the trend with good risk to reward on a price retracement.

Look for pullbacks to the center band and enter in the direction of the trend.

3. Market Turning points

When the price touches the top of the Bollinger band and pauses a return to the middle band is on the cards (especially in the short term) as prices have moved to far to quickly.

If the price touches the bottom of the Bollinger band and momentum does not follow through the opposite scenario is in place i.e. a buy signal.

Bollinger bands are a great tool not only for warning of a trending move but they will also help you time trades within the existing trend and even help you generate short term sells and buys within the prevailing trends (very useful for swing traders).

Standard deviation of price as a concept of price works and the Bollinger band helps you put the theory into practice.

As with all indicators it does not work all the time and needs to be combined with other tools.

We favor simple trend lines and the best momentum indicator of all - the stochastic indicator which will help you filter out false signals.

Check out Bollinger bands and get a deeper insight into market movement and you will find once you use them you wont trade without them.

