
 
 

 

SSL Research Centre, Educate Yourself, Volume: 10/2024 (Issue-5), 31st October, 2024                             

1 

                                                                                                                         

 

 

 

 

 

 

 

 

 

 

 

 

                              

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

Title of the topic: "Learning the Money Flow Index” 

 

Volume:   10/2024 (Issue-5) 

 

 

 

Educate yourself is an educational debate dedicated to the dissemination of stock 

market related terminologies in the use of fundamental and technical analysis for 

traders and investors. Market participants can explore self-developed skills to face 

the growing threats of volatility through Educate yourself.  

Educate yourself is a great way to boost your knowledge in general investing lingo 

and helps you to trade strategically. 
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Introduction: 

Good day, dear readers! We’re excited to bring you the next edition of Educate Yourself, where we'll dive into understanding 

the Money Flow Index (MFI). In this edition, we will explore what the MFI is, how it works, and the key parameters that 

drive this popular technical indicator. By the end of this guide, you'll be equipped to incorporate the MFI into your 

investment strategy, helping you identify ideal buy and sell points based on the flow of money into and out of an asset. Let’s 

get started! 

What is Money Flow Index (MFI)? 

The Money Flow Index (MFI) is a technical indicator that measures the momentum of money flowing in and out of a 

security over a specific period of time. It combines price and volume data to identify overbought or oversold conditions in 

the market, similar to the Relative Strength Index (RSI), but the key difference is that MFI incorporates volume in its 

calculation. 

Key Features: 

Volume-weighted RSI: The MFI is often referred to as a volume-weighted RSI because it combines price action with 

volume, giving a more comprehensive view of market momentum. 

Range: The MFI ranges between 0 and 100. 

Values above 80 indicate that the asset may be overbought. 

Values below 20 indicate that the asset may be oversold.  

Buy and Sell Signals: 

When the MFI crosses above 80, it may indicate a potential sell or overbought condition. 

When it drops below 20, it may suggest a potential buy or oversold condition. 

Formula: 

The MFI is calculated over a set period, typically 14 days, using the following steps: 
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Typical Price: 

Typical Price=High + Low + Close / 3 

Money Flow: 

Money Flow=Typical Price × Volume 

Positive Money Flow: When today's typical price is greater than yesterday's typical price. 

Negative Money Flow: When today's typical price is lower than yesterday's typical price. 

Money Flow Ratio: 

Money Flow Ratio=Positive Money Flow (sum over 14 periods)/Negative Money Flow (sum over 14 periods) 

Money Flow Index: 

MFI=100 − 100 / 1+ Money Flow Ratio 

Interpretation: 

Overbought (Above 80): If the MFI moves above 80, it suggests that the security is overbought, and a reversal or price 

correction could be near. 

Oversold (Below 20): If the MFI drops below 20, it indicates that the security is oversold, and there may be a buying 

opportunity as prices could rebound. 

Divergences: Like other momentum indicators, divergences between price and MFI can signal potential reversals. For 

example: 

If prices are rising while the MFI is falling, it could signal a bearish divergence (potential downtrend). 

If prices are falling while the MFI is rising, it could signal a bullish divergence (potential uptrend). 

Pros and Cons of the Money Flow Index 

Like any trading indicator, the Money Flow Index has its advantages and disadvantages when used as part of a trading 

strategy. Let us have a look at them. 
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Pros of Money Flow Index (MFI): 

 
 Combines Price and Volume: Unlike many indicators that only focus on price, the MFI incorporates volume into 

its calculation, providing a more comprehensive view of market momentum. 

 Overbought and Oversold Conditions: The MFI helps identify overbought (above 80) and oversold (below 20) 

levels, giving traders insight into potential buy or sell signals based on market extremes. 

 Divergence Identification: The MFI can signal a potential reversal when it shows divergence from the price. For 

instance, if prices are rising but the MFI is falling, it could indicate that buying pressure is weakening. 

 Enhanced Timing for Entry and Exit: It assists traders in timing their entries and exits by indicating when an asset 

is potentially overvalued or undervalued. 

 Useful for Trend Confirmation: The MFI helps confirm whether the current price movement is backed by significant 

buying or selling pressure, making it easier to spot trend continuation or reversal patterns. 

Cons of Money Flow Index (MFI): 

 
 Lagging Indicator: Like most technical indicators, the MFI is lagging, meaning it may not predict price movements 

early but confirms them after they’ve occurred. This can lead to delayed signals. 

 False Signals: During strong trends, the MFI can remain in overbought or oversold territory for extended periods, 

leading to false signals. Relying solely on it may result in premature exits or entries. 

 Not Effective in All Market Conditions: The MFI tends to work best in sideways or range-bound markets and may 

be less effective in trending markets, where overbought and oversold levels can persist. 

 Complex Calculation: The calculation of the MFI, which involves typical price and volume data, may be too 

complex for beginners to compute manually, requiring software or charting tools. 

 Short-Term Indicator: The MFI is often better suited for short-term trading strategies. Long-term investors may not 

find it as useful for their decision-making, especially when focusing on broader fundamentals. 

Money flow index vs RSI 

The Money Flow Index (MFI) and the Relative Strength Index (RSI) are both popular momentum indicators, but they have 

some key differences that can influence how traders use them. 

Key Differences Between MFI and RSI: 

 Incorporation of Volume: MFI: The MFI is volume-weighted, meaning it factors in both price movement and 

trading volume. This can provide a more comprehensive view of the strength or weakness of a price move by 

showing how much money is flowing in or out of an asset. 
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 RSI: The RSI focuses purely on price movement without considering the volume. It measures the speed and change 

of price movements to identify overbought or oversold conditions. 

Sensitivity to Market Dynamics: 

 MFI: Because MFI includes volume, it can be more sensitive to underlying buying or selling pressure. A large price 

move backed by high volume will have more significance on the MFI compared to one with lower volume. 

 RSI: The RSI only responds to price changes, so it might not always capture the strength behind a move, particularly 

in low-volume conditions. 

Interpretation of Signals: 

 Overbought/Oversold Levels: Both indicators use a scale from 0 to 100, with common thresholds of overbought 

above 70 or 80 and oversold below 30 or 20. However, because MFI includes volume, traders often consider it a 

more reliable indicator of overbought/oversold conditions in comparison to the RSI, particularly in high-volume 

environments. 

 Divergence: MFI and RSI can both signal divergences between the indicator and price, which can suggest a potential 

reversal. The MFI, however, might offer a clearer signal when volume confirms a weakening or strengthening trend. 

Best Use Cases: 

 MFI: Traders often use MFI when they want a better understanding of both price and volume movements. It’s 

particularly useful in markets where volume plays a critical role, such as during significant market events or 

breakouts. 

 RSI: RSI remains a favored indicator for analyzing pure price momentum. It's simpler to use when volume data is 

unavailable or less relevant, and it works well in a wide range of market conditions. 

MFI Trading Strategy 

The Money Flow Index (MFI) trading strategy is designed to help traders identify overbought and oversold conditions, spot 

divergences, and gauge the strength of buying and selling pressure in the market. Here's a straightforward MFI trading 

strategy:  
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1. Overbought and Oversold Conditions: 

The MFI uses a scale from 0 to 100 to indicate momentum based on price and volume. 

Overbought level: Above 80 

Oversold level: Below 20 

Buy Signal (Oversold Condition): When the MFI drops below 20 and then rises back above it, it indicates that the asset is 

potentially oversold, signaling a buy opportunity. 

This suggests that selling pressure may be exhausted, and a reversal to the upside could occur. 

Sell Signal (Overbought Condition): When the MFI rises above 80 and then drops below, it suggests the asset is potentially 

overbought, signaling a sell opportunity. 

This indicates that buying pressure may be fading, and the price could reverse or consolidate. 

2. Divergence Strategy: 

Divergence between the MFI and price can signal potential trend reversals. 
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Bullish Divergence (Buy Signal): Occurs when the price is making lower lows, but the MFI is making higher lows. 

This signals that despite the price falling, buying pressure is increasing, which could lead to a price reversal to the upside. 

Bearish Divergence (Sell Signal): Happens when the price is making higher highs, but the MFI is making lower highs. 

This suggests that despite the rising price, buying volume is weakening, signaling a possible trend reversal to the downside. 

3. Combine with Other Indicators: 

For more accurate signals, the MFI can be combined with other technical indicators, such as: 

Moving Averages to identify trends. 

Relative Strength Index (RSI) to confirm momentum. 

Bollinger Bands to track volatility and identify price breakouts. 

Strategy Example: 

Buy Example: If the MFI drops below 20 and then rises above, confirming the asset is oversold, and at the same time, the 

RSI confirms momentum is rising, you could enter a long position. 

Sell Example: If the MFI rises above 80 and then dips below, showing the asset is overbought, and a moving average 

crossover signals a potential reversal, it might be a good time to exit or go short. 

Stop Loss and Take Profit: 

Stop Loss: Place it just below the recent swing low for long positions or just above the recent swing high for short positions. 

Take Profit: Aim for a target price near a key support or resistance level, or exit when the MFI reaches the opposite extreme 

(e.g., exits a long position when the MFI reaches 80). 

By using this strategy, traders can leverage the MFI to identify key trading opportunities based on market momentum and 

volume. 
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Conclusion: 

The Money Flow Index (MFI) is a robust technical tool that combines price action and volume to identify overbought and 

oversold conditions, signaling potential trend reversals. Unlike the RSI, the MFI provides a more comprehensive view of 

market dynamics by factoring in volume-weighted price movements, making it an effective gauge of buying and selling 

pressure. Traders often use the MFI to anticipate shifts in momentum, spotting divergences where price action doesn't align 

with the MFI, hinting at upcoming trend changes. 

To maximize the effectiveness of the MFI in a trading strategy, it’s critical to set clear entry and exit points, utilize stop-

loss orders for risk management, and combine it with other indicators like the RSI or moving averages for confirmation. As 

with any technical indicator, the MFI works best when contextualized within broader market trends and external factors, 

helping traders enhance decision-making and optimize their trade execution. 
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The research recommendations and information are solely for the personal information of the authorized recipient and does not construe 

to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. 

This research report (“Report”) is for the personal information of the Authorised recipient(s) and is not for public distribution. The report 

is based on the facts, figures and information that are considered true, correct and reliable. The report is provided for information of 

clients only and does not construe to be an investment advice. This report does not constitute an offer or solicitation for the purchase or 

sale of any financial instrument or as a confirmation of any transaction. Each recipient of this report should make such investigations as 

it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report and 

should consult its own advisors to determine the merits and risks of such an investment. SSL and its associate companies, their directors 

and their employees shall not be in any way responsible for any loss or damage that may arise to any recipient from any inadvertent 

error in the information contained in this report or any action taken on the basis of this information. 

Disclosure 

 

StockHolding Services Limited (formerly known as SHCIL Services Limited (SSL) is a SEBI Registered Research Analyst having 

registration no.: INH000001121. SSL is a SEBI Registered Corporate Stock broker having SEBI Single Registration No.: INZ000199936 

and is a member of Bombay Stock Exchange (BSE)- Cash Segment and Derivatives Segment, National Stock Exchange (NSE)-Cash, 

derivatives and Currency derivatives Segments and Multi Commodity Exchange of India (MCX) – Commodity Derivative. SSL has 

registered with SEBI to act as Portfolio Manager under the SEBI (Portfolio Managers) Regulations, 2020, bearing registration no. 

INP000007304 and also obtained registration as a Depository Participant (DP) with CDSL and NSDL, SEBI Registration No.: IN-DP-

471-2020. SSL is a wholly owned subsidiary of Stock Holding Corporation of India Limited (StockHolding). StockHolding is primarily 

engaged in the business of providing custodial services, designated depository participant (DDP) post-trading services, Authorised 

Person services in association with SSL and DP services. SHCIL is also registered as a Research Analyst with SEBI. Neither SSL nor 

its Research Analysts have been engaged in market-making activity for the companies mentioned in the report /recommendation. SSL 

or their Research Analysts have not managed or co-managed public offering of securities for the subject company (ies) in the past 

twelve months.  

 

Registrations granted by SEBI and certification from NISM in no way guarantee the performance of the intermediary or provide any 

assurance of returns to investors. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the 

specific recommendation(s) or view(s) in this report.  

 

The Analysts engaged in the preparation of this Report or his/her relative or SSL’s associates: - (a) do not have any financial interests 

in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the subject company mentioned 

in the report as of the last day of the month preceding the publication of the research report; (c) do not have any material conflict of 

interest at the time of publication of the Report.  

 

The Analysts engaged in the preparation of this Report or his/her relatives or SSL’s associates:- (a) have not received any compensation 

from the subject company in the past twelve months; (b) have not managed or co-managed public offering of securities for the subject 

company in the past twelve months; (c)have not received any compensation for investment banking or merchant banking or brokerage 

services from the subject company in the past twelve months; (d) have not received any compensation for products or services other 

than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not 

received any compensation or other benefits from the subject company or third party in connection with the Report; (f) has not served 

as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company. 

 

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we 

are registered in the last five years. However, SEBI, Exchanges, Depositories etc. have conducted the routine inspection and based on 

their observations have issued advise/warning/show cause notices/deficiency letters/ or levied penalties or imposed charges for certain 

deviations observed in inspections or in the normal course of business, as a Stock Broker / Depository Participant/Portfolio 

Manager/Research Analyst. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; 
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nor has our certificate of registration been cancelled by SEBI at any point of time. 

 

Nature of financial interest is holding of equity shares or derivatives of the subject company: - 

 

Sr. 

No

.  

Disclosure YES/NO 

1 SSL/its Associates/Research Analyst/ his Relative have any financial interest in the subject 

company 

Nature of Interest (if applicable), is given against the company’s name? 

No 

2 SSL/its Associates / Research Analyst /his Relative have actual /beneficial ownership of one 

percent or more securities of the subject company, at the end of the month immediately 

preceding the date of publication of the research report or date of the public appearance? 

No 

3 SSL/its Associates / Research Analyst /his Relative have any other material conflict of 

interest at the time of publication of the research report or at the time of public 

appearance? 

No 

4 SSL/its Associates / Research Analyst /his Relative have received any compensation from 

the subject company in the past twelve months. 

No 

5 SSL/its Associates / Research Analyst /his Relative have managed or co-managed public 

offering of securities for the subject company in the past twelve months. 

No 

6 SSL/its Associates / Research Analyst /his Relative have received any compensation for 

investment banking or merchant banking or brokerage services from the subject company 

in the past twelve months. 

No 

7 SSL/its Associates / Research Analyst /his Relative have received any compensation for 

products or services other than investment banking or merchant banking or brokerage 

services from the subject company in the past twelve months. 

No 

8 SSL/its Associates / Research Analyst /his Relative have received any compensation or 

other benefits from the subject company or third party in connection with the research report. 

No 

9 Research Analyst have Served as an officer, director or employee of the subject company. No 

10 SSL/Research Analyst has been engaged in market making activity for the subject company. No 
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