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Introduction 

Technical analysis is a forecasting manner of price trends, using past prices 

which are the best sources of market information technical analysts would consider. 

There is considerable evidence that both speculators and hedgers attribute a 

significant role to technical analysis in the markets. Technical analysts believe that 

shift in supply and demand can be detected in the charts of market action. A number 

of the techniques have been utilized for over 60 years. 

Many of finance researchers still tend to be skeptical about technical analysis 

because of belief that markets are efficient and lack of theoretical underpinnings. One 

of the most famous papers published by Fama [1970] indicating that it is useless to 

make profits by exploiting currently available information and historical prices in 

efficient markets. In terms of market efficiency, attempts by technical analysts to 

predict recurring-price patterns are useless because any information from analyzing 

past prices is already reflected in current prices. Malkiel [1996] is also under an 

argument that price of commodity is stochastic and unpredictable. 

However, researchers have begun to pay more attention to technical analysis in 

recent years due to both theoretical and empirical studies show evidence of 

profitability from using technical trading rules. Brock et al.[1992] show that even 

someone can obtain profits significantly by using simple trading rules. They find that 

trading rules, moving average and trading range breaks, generate statistically return 

base on Down Jones Industrial Average (DJIA) index. Menkhoff [1998] shows that 

there is widespread use of technical analysis by traders and institutional investors for 

short to medium-term forecasts. A number of papers have showed that technical 

trading rules can be profitable relative to a buy-and-hold strategy (Dooley [1983] 

Sweeney [1986], Levich and Thomas [1993]). 
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There are numerous rules of technical analysis in all kinds of markets, including 

a variety of forecasting techniques such as chart analysis, pattern recognition analysis, 

cycle analysis, and computerized technical trading systems. Most of technical analysts 

could have subjective perspectives on market movements. For example , a specific 

price might represent a buy-signal for some technical analysts but a sell-signal or 

do-nothing-signal for others .Therefore, many of academic researches on technical 

analysis generally have focused on technical trading systems, which can be readily 

expressed in mathematical form. Technical trading systems are designed to 

automatically recognize predictable trends in commodity prices under the expectation 

that the trends will continue in the future. A system consists of a set of trading rules 

that result from possible parameterizations and each rule generates trading signals 

based on different parameter values. Once a rule is constructed on the conscientious 

process, it will be tested with historical data in order to estimate its profitability. 

Surveys show that many commodity trading advisors and hedge fund managers rely 

heavily on computer-guided technical trading systems. Popular technical trading 

systems including moving averages, channels, momentum and oscillators are 

well-known. 

 Moving average (MA) trading systems are the most popular trend-following 

systems among practitioners. The first analysis of moving averages can be dated back 

to the 1930s. There are different forms of MA systems including the simple-MA, 

weighted-MA and exponential-MA. For example, the method of simple-MA is 

substituting recent price for past one continuously in the same weight as time 

proceeds. The exponential moving average gives comparatively more weight to recent 

prices. The effect is to smooth price actions, thereby avoiding false signals generated 

by unstable short-term price movements, and identifying the true trend. 

In the recent decade, the popularity of channel breakout systems seems to exceed 
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moving averages. The history of price channels originated at the early 1900s. For a 

typical example, a channel could be determined based on the maximum and minimum 

of prices level with some specified periods in the past. As fundamental characteristic 

of moving averages, the channel would be adjusted to expand or contract with time 

goes by. When market movements pass through the upper (lower) limit of channel, it 

will generate buy (sell) signals. 

 Momentum might be the simplest one in a variety of trading rules that investors 

could see in the market. The definition of momentum is the difference between two 

values on different timings. A buy-signal will show up when difference turns to 

positive. On the other hand, a sell-signal shows up when it turns to be negative. 

Because of more flexible application, it also could be combined with other technical 

indicators such as moving averages, oscillators and so on. 

 Besides of the above three strategies, oscillators is widely used in the reverse of 

the trend-following techniques. They try to determine that if support level of the trend 

has been over extended and about to exhaust. When market price has been at the too 

much higher (lower) level relatively, sell-(buy-) signals will show up. The familiar 

rules including relative strength index (RSI), K-D stochastic and moving average 

convergence / divergence (MACD). 

 For improving the reliability on the signals, practitioners in the market would not 

only use one rule to trade. They often apply the combination systems consisting of 

two or more trading systems to enhance their performance. Since simple systems may 

not reflect a wide variety of market situations, they often lead to periodic large losses. 

Take simple-MA for example, its serious shortcoming of whipsaws would be apparent 

when market movements blow hot and cold, especially for the investors who trade 

among extreme short-term periods. A hybrid strategy attempts to reduce the possible 

losses and costs by confirming or filtering trading signals. 
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With the rapid development in computing power and storage capacity, data are 

being collected and analyzed at very high frequencies. For example, in active foreign 

exchange market, price of currency vary from minute to minute. The exchange trading 

firms send their customers lists of trading signals on that day. These real-time signals 

which might involve primarily on prior information of price movements between 

every minute even second are widely used by investors and speculators. 

Past studies of futures market generally measured profits of trading rules in the 

daily-term or monthly-term. In this paper, we will use three kinds of the strategies to 

test their historical performances in terms of the intra-day traders who must close out 

their positions after every single trading day. One among them is moving averages 

rule, the other would be the K-D stochastic indicator and the remainder is Saitta’s 

support and resistance strategy. Furthermore, we will combine each of these rules with 

the thresholds called stop-loss-point and take-profit-point to control our gains and loss 

on the positions. 

Our study reveals that technical analysis helps to predict stock price changes. For 

momentum strategies, the results show that returns during buy periods are better than 

returns during sell periods. For example, the two moving averages strategy and 

support for resistance strategy produced on average a daily return for buy periods of 

0.029 percent and 0.065 percent, respectively. In contract, the corresponding daily 

return for sell periods is -0.012 percent and -0.017 percent. For contrarian strategy, 

there is no evidence that daily return is positive for buy periods or sell periods. 

Particularly, we can find that the performances on two momentum strategies become 

more profitable after combining each of these rules with the out-of-market 

manipulation.          

 The main framework of this paper is organized as follows: Section I describes 

the data sources, our technical trading systems, and how to measure the results; 
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Section II presents the empirical results of the tests by utilizing t-test statistic; Section 

III concludes and summarizes our results. 

 


