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Technical Analysis

TechnicalAnalysis is the forecastingof future financial price movements

basedon an examinationof pastprice movements. technicalanalysiscan

help investors anticipate what is "likely" to happen to prices over

time. Technicalanalysisusesa wide variety of chartsthat showpriceover

time.

Dow TheoryïAssumptions

PriceDiscountsEverything

PriceMovementsAre Not Totally Random

Whatis More ImportantthanWhy



Technical Analysis

Definition 1: A method of evaluating future security prices and market

directionsbasedon statisticalanalysisof variablessuchastradingvolume,price

changes,etc., to identify patterns.

Definition 2: Analysis applied to the price action of the market to develop

tradingdecisions,irrespectiveof fundamentalfactors.



Premises on Technical Analysis

Market Action discountseverything

SupplyVs. Demandfactors.

Fundamental,PoliticalandPsychologicalfactors.

Pricesmovein trends

Identify newandexistingtrend.

Prices move in trendsïTrend in motion is more likely to continue

thanto reverse.

History repeatsitself

Futureis therepetitionof past



Technical Vs. Fundamental

Fundamental:

Studythecauseof marketmovement.

Supply-demandfactor.

Governmentinterventions.

Technical:

Studytheeffectof movement.

Charts,price,volume,Trend



Theories Supports Technical Analysis

Dow Theory

Assumptions:

Averagesdiscountseverything.

Themarkethasthreetrends.

Major trendhavethreephases.

Volumemustconfirmthetrend.

Elliot WaveTheory

Elliott Wave Theory, which statesthat security prices are governedby

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



Types of Charts

Line Chart.

Candlestickschart.

BarChart.

Point& FigureChart.

Candlesticks charts have become very popular among all chartist.



Bar Chart



Candlesticks Chart



Point & Figure chart

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 averagesoffer an indicationof the cleardirectionand

slopeof thetrendin themarket.

The two most popular types of moving averagesare the Simple Moving

Average(SMA) andtheExponentialMovingAverage(EMA).

SMA is formedby computingthe average(mean)price of a securityover a

specifiednumberof periods. While it is possibleto createmoving averages

from theOpen,theHigh, andtheLow datapoints,mostmovingaveragesare

createdusingtheclosingprice.

EMA in orderto reducethelag in simplemovingaverages,techniciansoften

use exponential moving averages(also called exponentially weighted

movingaverages).



SMA & EMA Chart..



Approaches of Technical Analysis

Supports& Resistances

PivotAnalysis

TrendChannelSupports& Resistances

Trend line theory

Fibonaccimethod

GANN Theory

BollingerBand

Patterns

ContinuationandReversal

Market Indicators

Volumeindicators

Momentumindicators



Supports & Resistances

Pivot Analysis Calculation:

Pivot Point = (H+L+C)/3

Resistance Level 1 = (2*PP)-L

Support Level 1 = (2*PP)-H

Resistance Level 2 = (PP-S1) + R1

Support Level 2 = PP - (R1 - S1)

Resistance Level 3 = H + 2*(PP - L)

Support Level 3 = L - 2*(H - PP)

Midpoint calculations:

M1= (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
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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 next)

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. 

Continuedé..

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



GANN Theory

Features:

Price,timeandrangearetheonly threefactorsto consider

Themarketsarecyclical in nature

Basedon thesethree premises,Gann'sstrategiesrevolved around three

generalareasof prediction

PricestudyïThis usessupportandresistancelines,pivot pointsandangles.

Time studyïThis looksat historicallyreoccurringdates,derivedby natural

andsocialmeans

PatternstudyïThis looks at marketswingsusingtrendlines andreversal

patterns

Continuedé..



Gannnoted that therewas a relationshipbetweenthe extentof a price

movementand the time the price took to reachits new level. If a share

price movesoneunit of price per oneunit of time this resultsin a trend

line of 45 . Ganndescribedthis as a 1 x 1 relationshipor squaringof

priceandtime.

Gannreasonedthatif thepricebreaksthroughthetrendline thenewtrend

line will have a mathematicalrelationshipwith the original one. For

example,it couldbe2x, 3x or 4x thepriceor it couldbe1/2, 1/3, or 1/4 of

theoriginal.

A Gannchartusesa seriesof parallelhorizontallines which act asprice

targetstogetherwith a seriesof trend lines which fan out at the various

Gannratiosfrom thestartof a trend.



Gann Charté



Gann Angle..



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

Identify overbought& oversoldmarkets.

Usedin combinationwith oscillatorfor buy/sellsignals.

With otherindicatorstheycanwarnof impendingpricemoves.

With otherindicatorstheycansignalpotentialtops& bottoms.

continuedé



Bollinger Band chart



A simplemovingaveragein themiddle(sometimesomitted)

An upperband(SMA plus2 standarddeviations)

A lowerband(SMA minus2 standarddeviations)

Standarddeviation is 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 used to computeBollinger Bands. Other

variations,includingtypicalandweightedprices,canalsobeused.

Typical Price = (high + low + close)/3

WeightedPrice= (high+ low + close+ close)/4

Bollinger recommendsusing a 20-day simple moving averagefor the

centerbandand2 standarddeviationsfor theouterbands.

The length of the moving averageand number of deviations can be

adjustedto bettersuit individual preferencesandspecificcharacteristicsof

aninstrument.



Double bottom buy: A double bottom buy signal is given when prices

penetratethe lower band and remain above the lower band after a

subsequentlow forms.

Double top sell: A sell signal is given when pricespeakabovethe upper

band and a subsequentpeak fails to break above the upper band. The

bearishsetupis confirmedwhenpricesdeclinebelowthemiddleband.



Patternsé.

Identifyingchartpatternsis simplya form of technicalanalysis

Researchhasproventhatsomechartpatternshavehigh forecastingprobabilities.

Two typesof chartpatterné

Continuation.

Reversal.



Continuation Patterné

Continuation pattern is nothing but continuation of the trend.

Triangles.

(Ascending,Descending& Symmetric)

Flags& Pennants.

GAPTheory.



Triangle..

AscendingTriangle:

Ascending triangles are generally consideredbullish and are most

reliablewhenfoundin anuptrend.

Thetop partof thetriangleappearsflat, while thebottompartof thetriangle

hasanupwardslant.



Triangle..

DescendingTriangle:

The descendingtriangleis generallyconsideredto be bearishandis usually

foundin downtrends.

Thetoppartof thetrianglehasadownwardslantandthebottomis flat.



Triangle..

SymmetricTriangle.

Symmetricaltrianglescanbecharacterizedasareasof indecision.

A marketpausesandfuturedirectionis questioned.

Eventually,this indecisionis metwith resolveandusuallyexplodes

outof this formation(oftenonheavyvolume.)



Flags & Pennantsé

FlagsandPennantsé

Flagsandpennantscanbecategorizedascontinuationpatterns.

Usuallyrepresentonly brief pausesin adynamicmarket.

Theyaretypically seenright afterabig, quickmove.

Themarketthenusuallytakesoff againin thesamedirection.

Bullish flags are characterizedby lower tops and lower bottoms,

with the patternslanting againstthe trend. But unlike wedges,their

trendlinesrunparallel.

Continued..



Flags & Pennantsé

Bearishflags are comprisedof higher tops and higher bottoms. "Bear"

flagsalsohavea tendencyto slopeagainstthetrend.

Pennantslook very much like symmetricaltriangles. But pennantsare

typically smallerin size(volatility) andduration.

Volume generally contractsduring the pausewith an increaseon the

breakout.

Continuedé.



Flags & Pennantsé

Chartsé



GAP Theoryé

A gapis anareaonapricechartin which therewereno trades.

Normally this occursafter thecloseof themarketon onedayandthenext

day'sopen.



Types of Gapsé

CommonGaps

A tradinggapor anareagap,thecommongapis usuallyuneventful.

Theyappearin tradingrangeor congestionarea.

BreakawayGaps

Occur when the price action is breakingout of their trading rangeor

congestion area. (Price rangein which market has tradedfor some

periodof time.)

Volumeincreasesinstantly.

RunawayGaps

Increaseinterestin the security. Representstraderswho failed to get

into thesecurityduringinitial move.

ExhaustionGaps

Startsneartheendof agoodupor downtrend.

Signalstheendof themove.

Continuedé.



Gaps Chartsé



Reversal Patternsé

Double top

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

common.

Volume is importantto confirm the formation. (Greatervolume in the 1st peak

thanthe2ndone.

Doublebottom

A doublebottomis theoppositeof adoubletopandappearsasa letter"W" ona

chart.

Volume(Greatervolumein the 2ndpeakthanthe1stone.)

Triple top/bottom

The triple top is a reversalpatternmadeup of threeequalhighs followed by a

breakbelowsupport. In contrastto thebottom.

Rounding tops/Bottom

The rounding top reflects the market's perception that the underlying

fundamentalsdriving thepricesarechanging,but theturn is markedlyslow.

Continuedé



Reversal Patternsé
Head & Shoulder.

A technical analysis term used to describe a chart formation in which a stock'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 declines once 

more.

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

The "head-and-shoulders" pattern is believed to be one of the most reliable 

trend-reversal patterns. 

Continuedé.



Reversal Patternsé
Wedges

Draw trendlines alongboth the bottomandtop of a securityprice chart,

you will sometimesgeta trendchannelandyou'll sometimesgeta wedge

shapesimilar to theonebelow

If the wedgeis pointing upwards,the securityprice will fall when the

priceline cutsacrossthelower line of thewedge

If thewedgeis pointingdownwards(a falling wedge),thesharepricewill

risewhenthepriceline cutsacrosstheupperline of thewedge

If thewedgeis level - in otherwordsnot pointingup or down- thenthis

is a consolidation'patternandyou canexpectthe trendsto continue. (i.e.

no reversal)

wedgeformationstakeplaceover a periodof 3-4 weeks. This is because

they occurasreversalsof intermediateandminor trends



Reversal Patterns chart..



Market Indicators

VolumeIndicators:

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,

dependingupontheirupwardor downwardmovements.

This indicator is usedto determinethe balancebetweena securityôs

demandand supply. The percentagechangein the shareprice trend

denotesthe relative supply or demandof a particular security,while

volumeindicatestheactualsizeof theforces.



MomentumIndicators:

Momentumis the changingvelocity of a price when relatedto security

analysis. Momentumindicatorsare designedto track momentumin the

price of a tradableto help identify the relative enthusiasmof buyersand

sellersinvolvedin thepricetrenddevelopment.

Typesof Momentumindicators:

RelativeStrengthIndex(RSI)

MovingAverageConvergenceandDivergence(MACD)

StochasticOscillator



Momentum Indicators

RelativeStrengthIndex:

A technicalmomentumindicator that comparesthe magnitudeof recent

gainsto recentlossesin an attemptto determineoverboughtandoversold

conditionsof anasset.

100

formula: RSI= 100- ---------

1+RS

RS = Average of x days' up closes/ Average of x days' down closes

The RSI rangesfrom 0 to 100. An assetis deemedto be overboughtonce

theRSI approachesthe70 level,meaningthat it maybegettingovervalued

andis a goodcandidatefor a pullback. Likewise,if theRSI approaches30,

it is anindicationthattheassetmaybegettingoversoldandthereforelikely

to becomeundervalued



RSI Chart



MACDé

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

betweenasecurity's26-dayand12-dayexponentialmovingaverages.

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

line.

A bullish crossoveroccurswhenMACD movesaboveits 9-dayEMA anda

bearishcrossoveroccurswhenMACD movesbelowits 9-dayEMA.



MACD Charté



Stochastic Oscillator

The StochasticOscillator is a momentumindicator that showsthe location

of the current close relative to the high/low rangeover a set numberof

periods. Closing levels that are consistentlynear the top of the range

indicateaccumulation(buying pressure)and thosenear the bottom of the

rangeindicatedistribution(sellingpressure).

Threetypesof Stochastics: Fast(%k), Slow(%D) andFull.

Calculation:

Continuedé



Stochastic Charté



ELLIOT WAVE THEORY



Elliot Wave Theoryé.

Elliott Wave Theory interpretsmarketactionsin termsof recurrentprice

structures. Basically, Market cyclesare composedof two major typesof

Wave : Impulse Waveand CorrectiveWave. For every impulsewave, it

canbesub-divided into 5 - wavestructure(1-2-3-4-5), while for corrective

wave,it canbesub-dividedinto 3 - wavestructures(a-b- c).



Elliot Wave Theoryé.



Elliot Wave Theoryé.

Å Practically all developmentswhich result from (human)social-economic
processesfollow a law thatcausesthemto repeatthemselvesin similar and
constantlyrecurringserialsof wavesor impulsesof definite numberand

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



Elliot Wave Theoryé.

x/y = 0.618
y/x = 1.618

z/x = 2.618
Reciprocal of
2.618 = 0.382



Elliot Wave Theoryé.

By gettingthewavecountright youareableto -

Time theentryandcatchthebig move.

Projectthe endof the trend(accurately),takeprofits thereanddo a reverse

trade.

Sometimesprojectmorethanonewaveforwardandwith a built in timing. A

goodstressreliever.

Remembereverywaveandwhereyou arewithin the 5 or the 3 (Especially

usefulfor salespeople)



Elliot Wave Theoryé.



Elliot Wave Theoryé.
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Elliot Wave Theoryé.

Rule-1

Wave 2 should not overlap the start of Wave 1



Elliot Wave Theoryé.

Rule-2:



Elliot Wave Theoryé.

Rule-3



Elliot Wave Theoryé.



Elliot Wave Theoryé.



Elliot Wave Theoryé.


