TECHNICAL ANALYSIS: A BEGINNER'S
GUIDE TO CHART PATTERNS AND
INDICATORS
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1. Introduction to Technical Analysis

Technical analysis is a method used to evaluate and predict the future price movements of
financial instruments, such as stocks, commodities, or currencies, based on historical price
data and trading volume. Unlike fundamental analysis, which looks at a company's financial
health and economic factors, technical analysis focuses solely on price action and chart
patterns. The goal is to identify trends and patterns that can provide insights into future market
behaviour.

2. Types of Charts

Line Charts
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Line charts are the simplest form of chart representation, depicting a single line that connects

the closing prices of an asset over a specified period. This type of chart is ideal for getting a
quick overview of the price movement and identifying long-term trends.

e Pros: Easy to read, good for spotting trends.
e Cons: Lacks detailed information about price movements within the trading period.

Bar Charts
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Bar charts provide more information than line charts by displaying the opening, closing, high,
and low prices for each trading period. Each bar represents a single time period (e.g., day, week)
and consists of a vertical line with horizontal lines on either side.

o Pros: Shows more detail than line charts, good for analysing volatility.
e Cons: Can be more complex to read for beginners.

Candlestick Charts
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Candlestick charts offer a more visually intuitive way of displaying price information. Each
candlestick represents a single time period and includes the open, high, low, and close prices.
The body of the candlestick is filled if the close price is lower than the open (bearish), and
hollow if the close price is higher than the open (bullish).

e Pros: Visually appealing, provides clear information about price movements.
e Cons: Can be complex due to the variety of patterns and interpretations.



3. Basic Chart Patterns
Head and Shoulders
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The head and shoulders pattern is a reversal pattern that can signal the end of an uptrend and
the start of a downtrend. It consists of three peaks: a higher peak (the head) flanked by two
lower peaks (the shoulders). The neckline is drawn by connecting the lows of the two troughs.

o Bullish Inversion: If the pattern appears after a downtrend, it's known as an inverted
head and shoulders and indicates a potential uptrend.

Double Top and Double Bottom
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Double Top and Double Bottom

The double top is a bearish reversal pattern formed after an uptrend, indicating that the price is
unable to break through a certain level, leading to a trend reversal. It consists of two peaks at
roughly the same price level.

o Double Bottom: The double bottom is the opposite of the double top, forming after a
downtrend and indicating a bullish reversal. It consists of two troughs at roughly the
same price level.

4. Introduction to Technical Indicators

Moving Averages
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Moving averages smooth out price data to identify trends over a specific period. There are two
main types:



e Simple Moving Average (SMA): Calculated by averaging the closing prices over a
specified period.

o Exponential Moving Average (EMA): Gives more weight to recent prices, making it more
responsive to new information.

Relative Strength Index (RSI)
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RSl is a momentum oscillator that measures the speed and change of price movements on a
scale of 0 to 100. It is used to identify overbought or oversold conditions in a market.

e Overbought: RSl above 70 may indicate that an asset is overbought and could be due
for a pullback.

e Oversold: RSl below 30 may indicate that an asset is oversold and could be due for a
bounce.

Moving Average Convergence Divergence (MACD)
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MACD is a trend-following momentum indicator that shows the relationship between two
moving averages of an asset's price. It consists of the MACD line (difference between the 12-day
and 26-day EMAs), the signal line (9-day EMA of the MACD line), and a histogram (difference
between the MACD line and the signal line).

o Bullish Signal: When the MACD line crosses above the signal line.
e Bearish Signal: When the MACD line crosses below the signal line.

5. Support and Resistance Levels
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Support and resistance levels are key concepts in technical analysis.

e Support Level: A price level where a downtrend can be expected to pause dueto a
concentration of demand. Traders often buy at support.

o Resistance Level: A price level where an uptrend can be expected to pause due to a
concentration of supply. Traders often sell at resistance.

These levels can be identified using historical price data, trend lines, and technical indicators.
They help traders make decisions about entry and exit points.

6. Conclusion

Technical analysis is an invaluable tool for traders, offering a framework to analyse market
behaviour and make informed trading decisions. By understanding and applying different types
of charts, recognizing key patterns, utilizing technical indicators, and identifying support and
resistance levels, beginners can enhance their trading strategies and improve their chances of
success. Mastery of technical analysis requires practice and continuous learning, but with
dedication, it can significantly contribute to a trader's toolkit.



