Technical analysis

Technical analysisis asecurity analysis discipline for forecasting the future direction of prices through the study of past market data, primarily price and volume. Technical analysis attempts to exploit recurring and predictable patterns in stock prices to generate superior investment performance. Technical analysts also extensively use indicators, which are typically mathematical transformations of price or volume. These indicators are used to help determine whether an asset is trending, and if it is, its price direction. Technicians also look for relationships between prices, volume and, in the case offutures,open interest. Other avenues of study include correlations between changes inoptions(implied volatility) and put/call ratios with price.

Behavioral Financeare closely related fields making up a separate branch of economic and financial analysis using social,cognitiveand emotional factors in understanding the economicdecisionsof consumers, borrowers and investors, and their effects onmarket prices,returnsand theallocation of resources. Investors use technical analysis in making decision. They will either use trends and corrections or sentiment indicators. In trends and corrections, investors looking at moving averages and breadth. Moving averages used to analyze a set of data points by creating a series ofaveragesof different subsets of the full data set and breadth is measuring how wide the range of the investors willing to invest and  lost in that investment.

Sentiment indicators include a few analysis formulas. If the value of trin statistic is less than 1, then it is considered to be a very bullish indicator. Investors may invest more due to their confidence over the market. Confidence index is where indicator designed to measureconsumer confidence, which is defined as the degree of optimism on the state of the economy that consumers are expressing through their activities of savings and spending. When consumers have enough confidence with the security market, they will invest more in the market to gain higher return from the market. Put/call ratio is ratio of the trading volume of put options to call options. It is used to gauge investor sentiment. It is just personal opinion on the market on deciding to invest more or to drawback the investment.

There are assumptions when analysts tend use technical analysis. First, price trends can be used to forecast and make profit. Technical analysts believe that price will move according to a trend that will be up, down or some combination. There are three types of price trend which is i) primary trend - long-term movement of prices, lasting from several months to several years, ii) secondary or intermediate trends are caused by short-term deviations of prices from underlying trend line. These deviations are eliminated via corrections when prices revert back to trend values and iii) tertiary or minor trends are daily fluctuations of little importance.

Second assumption is market is not very efficient. The Efficient Market Hypothesis states that at any given time, security prices fully reflect all available information. Market is not very efficient which mean that security holders do not reflect to all available information and they do not sell or buy security according to the information.

