Technical Analysis

Class Notes 

Technical Analysis



- 5 -



Topics to be Discussed


Dow Theory


Barron’s Confidence Index


Breadth of the Market


Odd-Lot Index


Charting

Dow Theory


Oldest of the technical theories


Created by Charles H. Dow




“There is no way of telling when the top of an advance or the bottom of a decline has been reached until some time after such top or bottom has been made.”





Major (Primary) uptrend (bull market)





Major (Primary) downtrend (bear market)





Secondary upward or downward trends




Change in direction should be confirmed in some way

Barron’s Confidence Index


Based on belief that differential between the returns on quality bonds and bonds of lesser quality will forecast future price movements




Calculation








Yield on High Grade







Yield on Lesser Grade




Theory





during periods of high confidence, investors invest more in lower quality bonds for the added yield





increased demand will decrease yield

Breadth of the Market


The more stocks participating in market trend, the greater the indication that decision makers agree on future market prospects
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Odd-Lot Index



Trading on exchanges done only in standard quantities (round lots)



Round lot usually 100 shares




other quantities are used sometimes



Shares less than round lot referred to as odd lots



Odd lot trading is considered to reflect investment decisions of small investors




analysts consider odd lot investors to be wrong in the market



ODD-LOT TRADING





NEW YORK  -   The New York Stock Exchange specialists reported the following odd-lot transactions (in shares):



Customer
Short
Other
Total



Purchases
Sales
Sales
Sales


December 29, 1998
3,373,422
99,482
3,573,763
3,673,245



Charting


Observation of past performance of various factors to evaluate short-term trends




prices





highs/lows/closes





volume





other information
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Charting (continued)
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Some Popular Chart Formations

