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Technical Analysis

& TechnicalAnalysisis the forecastingof future financial price movements
basedon an examinationof pastprice movements technicalanalysiscan
help investors anticipate what is "likely" to happento prices over
time. Technicalanalysisusesa wide variety of chartsthat show price over

time.
& Dow Theoryi Assumptions
# PriceDiscountsEverything
& PriceMovementsAre Not Totally Random

¥ Whatis More ImportantthanWhy



Technical Analysis

Definition 1. A method of evaluating future security prices and market
directionsbasedbn statisticalanalysisof variablessuchastradingvolume,price

changesetc, to identify patterns

Definition 2: Analysis appliedto the price action of the marketto develop

tradingdecisionsjrrespectiveof fundamentafactors
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Premises on Technical Analysis

& Market Action discountseverything

< SupplyVs. Demandfactors

¢ FundamentalPoliticalandPsychologicafactors
¢ Pricesmovein trends

¢ ldentify newandexistingtrend

& Pricesmove in trend$ Trend in motion is more likely to continue

thanto reverse
& History repeatsitself

& Futureis therepetitionof past



Technical Vs. Fundamental

¢ Fundamental
¢ Studythecauseof marketmovement
& Supplydemandactor.
¥ Governmeninterventions
& Technical
& Studytheeffectof movement

& Chartsprice,volume,Trend



Theories Supports Technical Analysis

& Dow Theory
Assumptions
& Averagedliscountseverything
¥ Themarkethasthreetrends
< Major trendhavethreephases

4 Volumemustconfirmthetrend

& Elliot WaveTheory

Elliott Wave Theory, which statesthat security prices are governedby

cyclesfoundedupontheFibonacciserieg(1-2-3- 5-8-13-21..)).



Types of Charts

4 Line Chart
4 Candlestickghart
4 BarChart

¢ Point& FigureChart

Candlesticks charts have become very popular amongq all chartist.
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Bar Chart

e the highest price for the day
= closing price

&~ opéening price

= the lowest price for the day
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Candlesticks Chart

Candlestick Formation
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Point & Figure chart

TSI SVARL

rm L m AR Ae Ay - -
‘

LR LM LRSI RA AT T L LI TR 4 A

D S e e e A T e R S e
P . *F F R R R R R EREEREDR

.

3

AS1AS A MNETT SN TEMNLIT TR

LR A ot

X's represent increasing prices . O's represent decreasing prices. Does not
consider open and close prices.



What are moving averages??

An averageof a numberof specifiedhistorical time periodsfrom the point
on the chart Moving average®ffer an indication of the cleardirectionand
slopeof thetrendin themarket

The two most populartypes of moving averagesare the Simple Moving
Average(SMA) andthe ExponentiaMoving Average(EMA).

SMA is formed by computingthe averaggmean)price of a securityover a
specifiednumberof periods While it is possibleto createmoving averages
from the Open,the High, andthe Low datapoints,mostmovingaveragesre
createdusingtheclosingprice

EMA in orderto reducethelag in simplemovingaveragestechniciansften
use exponential moving averages(also called exponentially weighted
movingaverages)
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SMA & EMA Chart..
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Approaches of Technical Analysis

¢ Supports & Resistances

& PivotAnalysis

¢ TrendChannelSupports& Resistances
¢ Trend line theory

& Fibonaccimethod

@ GANN Theory

< BollingerBand
& Patterns

¢ ContinuatiomandReversal
& Market Indicators

& Volumeindicators

¢ Momentumindicators



Supports & Resistances

Pivot Analysis Calculation:
Pivot Point = (H+L+C)/3
Resistance Level 1 = (2*PPR)
Support Level 1 = (2*PP}H
Resistance Level 2 = (P1) + R1
Support Level 2 = PP- (R1- S1)
Resistance Level 3 = H + 2*(PPL)
Support Level 3 =L-2*H - PP)
Midpoint calculations:
M1l= (S2+S1)/2
M2= (S1+PP)/2
M3 = (R1+PP)/2
M4 = (R2+R1)/2



Trend Channel Supports & Resistances

BSE SENSEX, Last Trade [O/H/L/C Bar] Daily
13Dec05 - 17Jun06

Pr
.BSESN , Last Trade, O/H/L/C Bar INR

12Jun06 9858.47 9859.38 9508.11 9728.65
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Trend line theory

Fibonacci Theory:

The Fibonacci numbers are 0, 1, 1, 2, 3, 5, 8, 13, add the last two to get
the nexi

The series proceeds, any given number is 1.618 times the preceding number
and 0.618% of the next number.

(34/55 = 55/89 = 144/233 =0.618) (55/34 =89/55 =233/144 =1.618), and
1.618 =1/0.618.

The other Fibonacci numbers are 0.382 and 0.50 commonly used in technical
analysis have a less impressive background but are just as powerful in

Technical analysis.

0.382=(1.618)=(0.618*0.618), and 0.5 is the mean of the two numbers.

Continuede. .


http://www.mcs.surrey.ac.uk/Personal/R.Knott/Fibonacci/fibseries.html
http://www.mcs.surrey.ac.uk/Personal/R.Knott/Fibonacci/fibseries.html

Fibonacci numbers are commonly used in Technical Analysis with or
without a knowledge of Elliot wave analysis to determine potential
support, resistance, and price objectives
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GANN Theory

& Features
& Price,time andrangearetheonly threefactorsto consider
@ Themarketsarecyclicalin nature

& Basedon thesethree premises,Gann'sstrategiesrevolved aroundthree
generalreasf prediction

Pricestudyi This usessupportandresistancdines, pivot pointsandangles
Time studyi Thislooksat historicallyreoccurringdates derivedby natural
andsocialmeans

Patternstudyi This looks at marketswingsusingtrendlines andreversal

patterns
Continuee ..



¢ Gannnotedthat therewas a relationshipbetweenthe extentof a price
movementand the time the price took to reachits new level. If a share
price movesone unit of price per one unit of time this resultsin a trend
line of 45 . Ganndescribedthis asa 1 x 1 relationshipor squaringof
priceandtime.

¢ Gannreasonedhatif the price breaksthroughthetrendline the newtrend
line will have a mathematicalrelationshipwith the original one For
examplejt couldbe 2x, 3x or 4x thepriceor it couldbe 1/2, 1/3, or 1/4 of
theoriginal.

¥ A Gannchartusesa seriesof parallelhorizontallines which actasprice
targetstogetherwith a seriesof trendlines which fan out at the various
Gannratiosfrom the startof atrend

Time x Price| Line angle |[Timwe x Price| Line angle
1 = & B2 50" = x 1 26.25"
1 =4 75007 I =1 18.75"
1 =3 T1.25° 4 = 1 15.00°
1 =2 G3.75" =5l 7.50°
1 =1 4 5.00°
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Gann Chart ée

Ixd fod _
e

Price —+




Gann Angle..

" Resistance



.BSESN, Last Trade [O/H/L/C Bar] Daily

15Jul05 - 23Jul06

.BSESN, Last Trade, O/H/L/C Bar
14Jul06 10782.98 10782.98 10603.27 10626.74
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.BSESN, Last Trade [O/H/L/C Bar] Daily

11Nov05 - 04Sep06

Pr
.BSESN, Last Trade, O/H/L/C Bar INR

14Jul06 10782.98 10782.98 10603.27 10629.02
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Bollinger Band

& Identify overbough® oversoldmarkets

¢ Usedin combinationwith oscillatorfor buy/sellsignals

¢ With otherindicatorsthey canwarnof impendingpricemoves
¢ With otherindicatorstheycansignalpotentialtops& bottoms

continue@
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Bollinger Band chart
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¥ A simplemovingaveragen themiddle (sometime®mitted)
< An upperband(SMA plus?2 standardleviations)
¢ A lowerband(SMA minus2 standardleviations)

¢ Standarddeviationis a statisticaltool that providesa good indication of
volatility. The bandsreact quickly and reflect periods of high and low

volatility.

continued.



& Closing prices are most often usedto computeBollinger Bands Other
variations,ncludingtypical andweightedprices,canalsobe used

< Typical Price = (high + low + close)B
WeightedPrice= (high + low + close+ close)4

¢ Bollinger recommendsusing a 20-day simple moving averagefor the

centerbandand?2 standardleviationdor the outerbands

& The length of the moving averageand number of deviations can be
adjustedo bettersuit individual preferencesand specificcharacteristicef

aninstrument



& Double bottom buy. A double bottom buy signal is given when prices
penetratethe lower band and remain above the lower band after a

subsequerbw forms.

¢ Doubletop sell: A sell signalis given when pricespeakabovethe upper
band and a subsequenpeak fails to break above the upper band The

bearishsetupis confirmedwhenpricesdeclinebelowthe middle band



e
Patternseéeé.

¢ Identifying chartpatterngs simply aform of technicalanalysis
¢ Researcthasproventhatsomechartpatterndhavehigh forecastingorobabilities
¢ Two typesof chartpatterre

¢ Continuation

4 Reversal



e
Conti nuati on Patt e

Continuation pattern is nothing but continuation of the trend.

& Triangles
(AscendingDescending Symmetric)
¢ Flags& Pennants

& GAPTheory
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Triangle..

& Ascendinglriangle
@ Ascending triangles are generally consideredbullish and are most

reliablewhenfoundin anuptrend

& Thetop partof thetriangleappeardlat, while the bottompartof thetriangle

hasanupwardslant /

ASCEMDIMNG TRIAMGLE
IM A0 UPTREMD (BULLISH)



Triangle..

& Descendingriangle
The descendindriangleis generallyconsideredo be bearishandis usually
foundin downtrends

¢ Thetop partof thetrianglehasa downwardslantandthe bottomis flat.

DESCERDING TRIARGLE
Ir & DORTREMD (BEARISH)

\



Triangle..

¢ SymmetricTriangle
& Symmetricakrianglescanbecharacterize@sareasof indecision
¢ A marketpausesndfuturedirectionis questioned

¢ Eventually,this indecisionis metwith resolveandusuallyexplodes

out of thisformation(oftenon heavyvolume)

SYMMETRICAL TRIAMGLE SYMMETRICAL TRIANGLE
M &M UPTREND (BLLLISH) M & DoMTREMD (BEARISH)



Fl ags & Pennant s ¢

¢ FlagsandPennants
¥ Flagsandpennant€anbe categorizegscontinuationpatterns
& Usuallyrepresenbnly brief pausesn adynamicmarket
& Theyaretypically seerright afterabig, quick move
¢ Themarketthenusuallytakesoff againin the samedirection

¢ Bullish flags are characterizedby lower tops and lower bottoms,

with the patternslanting againstthe trend But unlike wedges,their

trendlinesrun parallel
Continued.



Fl ags & Pennant s¢

& Bearishflags are comprisedof highertops and higher bottoms "Bear"

flagsalsohaveatendencyto slopeagainsthetrend

¢ Pennantdook very much like symmetricaltriangles But pennantsare

typically smallerin size(volatility) andduration

¢ \Wolume generally contractsduring the pausewith an increaseon the

breakout

Continuee .
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GAP Theoryé

& A gapis anareaon apricechartin whichtherewerenotrades

¥ Normally this occursafterthe closeof the marketon oneday andthe next

day'sopen

McDonalds Corp. (MCDY) NvSE

StockZharts.cam
PACD D ailw

d-Jan-2000 335595 H: 39235 Lo35.05 S35 .49 Wid 5k Chg:-0.51
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Types of Gapseé

¢ Common Gaps

¢ A tradinggapor anareagap,thecommongapis usuallyuneventful
¢ Theyappeain tradingrangeor congestiorarea

¢ Breakaway Gaps

¢ Occurwhenthe price actionis breakingout of their trading rangeor
congestion area (Price rangein which market has tradedfor some
periodof time.)

¢ \Volumeincreasesstantly
¢+ Runaway Gaps

¢ Increaseinterestin the security Representsraderswho failed to get
Into the securityduringinitial move

¢ Exhaustion Gaps
¢ Startsneartheendof agoodup or downtrend
¢ Signalstheendof themove
Continuee .
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Gaps Chartsé
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Rever sal Patter ns

¢ Doubletop

¢ Double Tops appearon a chart in the shapeof the letter "M" and are quite
common

¢ \Volumeis importantto confirm the formation (Greatervolumein the 1st peak
thanthe2nd one

Double bottom

¢ A doublebottomis the oppositeof adoubletop andappearsasaletter"W" ona
chart

¢ \Volume(Greatewolumein the 2nd peakthanthe 1stone)
¢ Triple top/bottom

¢ Thetriple top is a reversalpatternmadeup of three equalhighs followed by a
breakbelowsupport In contrasto the bottom

Rounding tops/ Bottom

¢ The rounding top reflects the market's perception that the underlying
fundamentalglriving the pricesarechanging puttheturnis markedlyslow.

il
A

il
A

Continuee



Rever s al Patter ns
¢ Head & Shoulder.

¢ Atechnical analysis term used to describe a chart formation in which a s
price:
1. Rises to a peak and subsequently declines.
2. Then, the price rises above the former peak and again declines
3. And finally, rises again, but not to the second peak, and decline:

more.

¢ The first and third peaks are shoulders, and the second peak forms the

¢ The "headandshoulders" pattern is believed to be one of the most reliabl
trendreversal patterns.

Continuede.



Rever sal Patter n:ce

¢ Wedges

SWKARVY

COMTRADRDE LIMITELD

Draw trendlines alongboth the bottomandtop of a securityprice chart,
you will sometimegyetatrendchannelandyou'll sometimegeta wedge
shapesimilarto theonebelow

If the wedgeis pointing upwards,the security price will fall when the
priceline cutsacrosgshelower line of thewedge

If thewedgels pointingdownwardda falling wedge) the shareprice will
risewhenthe priceline cutsacrossheupperline of thewedge

If the wedgeis level - in otherwordsnot pointing up or down - thenthis
IS a consolidationpatternandyou canexpectthe trendsto continue (i.e.
noreversal)

wedgeformationstake placeover a periodof 3-4 weeks This is because
they occurasreversal®of intermediateandminortrends
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Reversal Patterns chairt..
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e
Market Indicators

¢ \Volumelndicators

¢ Volume Price Trend Indicator (VPT): A technicalindicator consisting
of a cumulativevolume line that addsor subtractsa multiple of the
percentagechange in security prices trend and current volume,

dependingipontheir upwardor downwardmovements

¢ This indicator is usedto determinethe balancebetweenas e c ur i
demandand supply The percentagechangein the shareprice trend
denotesthe relative supply or demandof a particular security, while

volumeindicateghe actualsizeof theforces



¢ Momentumindicators

Momentumis the changingvelocity of a price when relatedto security
analysis Momentum indicators are designedto track momentumin the
price of a tradableto help identify the relative enthusiasnof buyersand

sellersinvolvedin the pricetrenddevelopment
¢ Typesof Momentumindicators
¢ RelativeStrengtnindex(RSI)
¢ Moving AverageConvergencandDivergencg MACD)

¢ Stochasti®scillator



Momentum Indicators

¢ RelativeStrengthindex

¢ A technicalmomentumindicator that comparesthe magnitudeof recent
gainsto recentlossesin an attemptto determineoverboughtand oversold
conditionsof anasset

100
formula RSI= 100- ---------
1+RS
¢ RS = Averageof x days'up closes/ Average of x days'down closes

The RSI rangesfrom 0 to 100 An assetis deemedo be overboughtonce
the RSl approachethe 70 level, meaningthatit may be gettingovervalued
andis a goodcandidatdor a pullback Likewise,if the RSl approache80,
it is anindicationthatthe assetmaybe gettingoversoldandtherefordikely
to becomaundervalued
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RSI Chart
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MACDEé

¢ The most popular formula for the "standard"MACD is the difference

betweera security's26-dayandl12-day exponentiamovingaverages

¢ Usually a 9-day EMA of MACD is plotted along side to act as a trigger

line.

¢ A bullish crossoveonccurswhenMACD movesaboveits 9-day EMA anda

bearishcrossovepccurswhenMACD movesbelowits 9-day EMA.
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Stochastic Oscillator

¢ The StochastidOscillatoris a momentumindicator that showsthe location
of the currentclose relative to the high/low rangeover a set number of
periods Closing levels that are consistentlynear the top of the range
iIndicate accumulation(buying pressure)and thosenearthe bottom of the

rangeindicatedistribution(sellingpressure)

¢ Threetypesof StochasticsFast(%ok), Slow (%D) andFull.
Calculation:

Recent Close - Lowest Low ()
Highest Highin} - Lawest Low(n)

%K= 100 % (

Continued
%D = 3-period moving average of %K

(n)= MNumber of periods used in calculation
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Stochasti ¢ Chart

Cisco Systems, Inc. (CSCOj StockCharts.com
CSCO daily 25-Jul-2000 O:66 62 H:65 .88 L6294 Ci65.12 Vi3l M Chg:+2 .06
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ELLIOT WAVE THEORY



EIl | | ot Wave Theor

Elliott Wave Theory interpretsmarketactionsin termsof recurrentprice
structures Basically, Market cycles are composedof two major types of

Wave : Impulse Wave and Corrective Wave For everyimpulsewave, it

canbesubdividedinto 5 - wavestructure(1-2-3-4-5), while for corrective
wave,it canbesubdividedinto 3 - wavestructurega-b- c).
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EIl | 1 ot Wave Theor
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EIl | 1 ot Wave Theor

A Practically all developmentsvhich result from (human) sociateconomic
processe®ollow alaw that causeshemto repeathemselvesn similar and
constantlyrecurring serialsof wavesor impulsesof definite numberand

_ pattern..” _
R. N. Elliott, Nature's Law-The Secretof the Universe

More People
Getln
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Hunting ! .
Taking



EIl | 1 ot Wave Theor

X[y =063 83
y/x =116483

Z/x =268
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2.618 =038
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EIl | 1 ot Wave Theor

By gettingthe wavecountright you areableto -

¢ Timetheentryandcatchthebig move

¢ Projectthe end of the trend (accurately) take profits thereand do a reverse

trade

¢ Sometimegprojectmorethanonewaveforward andwith a built in timing. A

goodstresgeliever

¢ Rememberverywave andwhereyou are within the 5 or the 3 (Especially

usefulfor salespeople)



EIl | 1 ot Wave Theor
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Wave Theor

.FTSE, Last Trade [O/H/L/C Bar] Daily

29Jun04 - 03Jun05
I I I
.FTSE , Last Trade, O/H/L/C Bar
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EIl | | ot Wave Theor

Rule-1
Wave 2 should not overlap the start of Wave 1




EIl | 1 ot Wave Theor

Rule-2:

Wave 3 should not be the shortest wave

among wave 1, 3 & 5 /\/\/
1
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EIl I 1 ot Wave Theor
Rule-3

» Wave 4 should not overlap wave 1
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EIl | 1 ot Wave Theor

Wave 3 is approximately 1.618 of wave 1
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EIl | 1 ot Wave Theor

Wave 3 is approximately 1.618 of wave 1
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