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TECHNICAL ANALYSIS

Technical analysis forecasts future price movements by analyzing a security's 
historical data. It operates on the premise that crowd psychology drives price 
patterns. Key elements include price movements and trading volume.

Analysts have developed numerous indicators to assess trends, with common ones 
including:

•	 Moving Averages
•	 RSI (Relative Strength Index)
•	 MACD (Moving Average Convergence Divergence)
•	 Bollinger Bands

WHAT IS TECHNICAL ANALYSIS?

TECHNICAL ANALYSIS 
ESSENTIALS

4 X C  E D U C A T I O N A L  M A T E R I A L
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TECHNICAL ANALYSIS

Support levels occur when a price stops falling and bounces back, while resistance 
levels form when a price stops rising and reverses. These levels gain strength with 

repeated testing. Once a support level is broken, it often becomes a new resistance 
level, and vice versa. Round numbers frequently act as psychological support or 

resistance points.

SUPPORT AND RESISTANCE

SUPPORT

RESISTANCE
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 Understanding trends is essential in technical analysis. Trend trading involves buying during an 
uptrend or selling during a downtrend, assuming the movement will continue. Positions are typically 

closed upon signs of a reversal.

TREND

Prices steadily rise, indicating a bullish market.

UPTREND

DOWNTREND

Prices decline, characteristic of a bearish 
market.

Prices move within a narrow range, often 
signaling market indecision.

SIDEWAYS TREND
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Consolidation: Prices move sideways.

Breakout: Prices breach support or resistance.

Continuation: The trend strengthens in one direction.

Exhaustion: The trend slows, leading to a reversal or sideways movement.

Trends progress through four stages:

 Selecting the right time frame is crucial, but it depends on trading style:

CHART TIME FRAMES

What’s a Technical Indicator?

INDICATORS

Technical indicators are mathematical tools that predict price movements based 
on historical data. They are categorized as overlays (e.g., Moving Averages, Bollinger 
Bands) or oscillators (e.g., MACD, RSI). Experienced traders use multiple indicators to 
confirm signals and avoid false positives.

Day traders

Analyze 60-minute charts for 

trends and 5-minute charts for 

precise entry points.

Long-term investors

Rely on weekly and monthly 

charts for trends, and daily charts 

for entry timing.

Swing traders

Use daily charts for primary 

trends, weekly charts for 

confirmation, and 60-minute 

charts for short-term trends.
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A moving average smooths price data to identify trends and support/resistance levels.

MOVING AVERAGE

The most common types are:

SIMPLE MOVING AVERAGE (SMA):  An average of closing prices over a set period.

EXPONENTIAL MOVING AVERAGE (EMA): Gives more weight to recent prices.
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Key SMA periods include 20, 50, and 200 days. For strong trends:

UPTREND: 20-day > 50-day > 200-day.

DOWNTREND: 20-day < 50-day < 200-day.
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MACD measures trend strength by comparing two EMAs (12-day and 26-day) and a 9-day EMA (signal 
line). The histogram grows as the lines diverge and shrinks when they converge.

MACD (MOVING AVERAGE
CONVERGENCE DIVERGENCE)

Bullish signal: MACD crosses above the signal line.

Bearish signal: MACD crosses below the signal line.

Divergences between MACD and price trends often indicate potential reversals.
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Bollinger Bands measure market volatility by placing bands above and below a 
moving average. Narrow bands suggest low volatility and a potential price breakout, 

while wide bands may signal the end of a trend. Since Bollinger Bands only 
indicate volatility, combining them with momentum indicators like MACD or RSI is 

recommended.

BOLLINGER BANDS

RSI is a momentum oscillator that measures price movement speed and change on a scale from 0 to 100.

RSI (RELATIVE STRENGTH INDEX)

RSI can confirm trends or signal reversals when it diverges from price movement. However, during 
strong trends, divergence may occur without a reversal.

Overbought: RSI > 70. Oversold: RSI < 30.
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