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20 languages.

The Bloomberg Financial Series provides both core reference knowledge
and actionable information for financial professionals. The books are writ-
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investment professionals who trade the markets, manage money, and analyze
investments in their capacity of growing and protecting wealth, hedging risk,
and generating revenue.
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Preface

In the struggle for survival, the fittest win out at the expense of their rivals
because they succeed in adapting themselves best to their environment.
—Charles Darwin

This book has been assembled in response to the growing demand to
diversify an investment strategy through the numerous styles of contemporary
market analysis and the ongoing search for increasing alpha. Although the
most frequently used style of analysis is fundamental, the adoption of technical
analysis as an adjunct or preferred style of analysis is becoming increasingly
sought after and accepted.

This evolution has become visible in many ways. One observation dis-
cussed in Chapter 1 is the tracking and measurement of the use and growth of
charts and technical indicators in different regions of the world. Another ob-
servation is the growth rate of the number of market participants specializing
in technical analysis. In 2010, the Market Technician’s Association announced
there were more than 1,000 active Chartered Market Technicians (CMTs) re-
siding in 76 countries, representing a 100 percent increase in only four years.
Yet another measure is the growing interest in and reliance on the develop-
ment and implementation of innovative technical tools and strategies that
capitalize on existing methods, such as those presented by the contributors to
this book.

The bridge between fundamental and technical analysis continues to
strengthen and the sophistication of each continues to develop. About a
century ago, Charles Dow, who was a journalist, entrepreneur, and technician,
created some of the world’s most popular equity indices, which are relied
on today by all market participants. About 30 years ago, the fundamental
term relative strength had only one meaning, until the publication of the
Relative Strength Index by established market technician J. Welles Wilder. The
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theories of fundamental analysis and technical analysis are evolving together
and affecting each other at rates faster than ever before. Therefore, a goal of
this book is to properly document and share the gains of this evolution.

This book comprises contributions from five individuals who have spent
most of their careers, if not all, studying the financial markets through a
“technical” lens with the goal of identifying, developing, and implementing
effective trading and investment strategies. These strategies attempt to cap-
italize on the experiences in their careers and explain how existing market
actions will impact the future. Their methods are based on the existing body
of knowledge of Technical Analysis, and have evolved to support and appeal
to technical, fundamental, and quantitative analysts alike.

I view the contributors as accomplished market participants who do
everything they can to continually adapt to the modern-day securities ex-
change industry. They are constantly modifying and refining their methodic
approaches to the markets in order to achieve success, and I feel privileged to
be a part of the sharing of their strategies.

These five individuals bring with them a combined 150 years of market
experience. Their methods, at some point in time, were likely somewhat sim-
plistic, such as the application of moving averages, overbought and oversold
momentum indicators, trending indicators, volume analysis, and so forth. We
could ask them to recall how they would use these studies, as I'm certain they
remember from their earlier days, but this has been done many times with
experienced market professionals.

Rather, Chapter 1 begins with the release of previously undisclosed evi-
dence about the most preferred chart types and technical studies. It continues
into a lucid and simple summary of the essential elements of those chart types
and indicators. The following chapters continue with in-depth explanations
of the work of Julius de Kempenaer, Phil Erlanger, Cynthia Kase, Andrew
Kezeli, and Rick Knox. All of the chapters can be considered work that has
mostly never been seen before, and if seen, never in this much detail. Where
some parts of their work is considered intellectual property and therefore
proprietary, subjective discussions provide readers with challenging theories
and ideologies for their own use. Other parts certainly are not, and hope-
fully some, if not all, of the work contained in this book will be published
again and again, in the same way that Gerald Appel’s MACD indicator was
40 years ago.

Chapter 2 presents the work by Julius de Kempenaer on formalizing a
sector rotation strategy for world markets by tracking relative performance, the
momentum of, and implementing leading visualizations to hasten the process
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of this traditional strategy. Chapter 3 presents the quantitative work by Phil
Erlanger on investing with seasonality and his four-step approach to trading
using Bias, Setups, Triggers, and Monitoring. Chapter 4 is a quantitative
and statistical approach by Cynthia Kase, who evolved from an engineer into
a market technician. She explains her trading strategies using a multitude
of tools that address challenging subjects such as appropriate stop levels,
adjusting for volatility, and the confluence of multiple timeframes. Chapter 5
by Andrew Kezeli discusses how Trade Angle Securities has incorporated the
advantages of the unorthodox yet extremely powerful Market Profile into a
suite of technical indicators that are applied to the more traditional bar chart.
Finally, Chapter 6 takes the work of Rick Knox, formerly a pit trader and
chart software developer, and emphasizes the importance of improving the
clarity of indicators through the use of color and a variety of types of technical
tools such as Elliott Waves, cycles, velocity, and also the agreement of multiple
timeframes. Additional information on the background of the contributors is
provided at the back of the book.

Most of the book’s contributing authors also maintain web sites, which
are mentioned throughout the text. If you're interested in exploring these
valuable resources, go to any of the following:

www.bloomberg.com/professional/charts_launchpad/
http://tamresearch.com/

www.erlanger.com/

www.kaseco.com/

www.atmstudies.com/

www.tradeangle.com

These and other useful resources are listed in the Recommended Reading
section.

Whether you're a novice or a seasoned veteran in the subject of technical
indicators, there is much to be gained by reading this book. An associate
on a trading desk or a beginner in the subject of technical analysis has the
opportunity to learn about the universally accepted studies, how to use them,
and how the evolution of technical analysis has improved them. An analyst
or portfolio manager has the opportunity to discover tools that can bolster
his performance by studying the thought-provoking material on seasonality,
sector rotation, and market distributions. Technical analysts/strategists will
learn about groundbreaking tools and data visualizations to add to and possibly
replace some of their preferred indicators. Creative minds will be challenged to
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brainstorm on which calculations, visual cues, and risk/reward ratios will work
the best for them when trading, investing, and creating their own indicators.

On behalf of all of those involved with the writing and editing of this
book, thank you for considering this work. We feel confident you will not be
disappointed and trust that this book will sharpen your investment strategies
and enhance the way you view the market.
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CHAPTER 1

Paul Ciana, CMT
Bloomberg LP

The application of various technical indicators is nothing new to the majority
of financial market participants. The opportunity to trade a moving average
cross or an overbought market is a frequent observation during normal market
hours worldwide. The challenge that many ponder is which technical indica-
tors to use. In an effort to resolve that challenge, market participants wonder
what others are using. If this information can be identified and verified, mar-
ket participants will likely monitor those indicators to understand what others
are thinking and seeing. Therefore, it might be possible to develop a trading
strategy based on the most popular technical indicators.

Although I cannot prove the latter as statistically true, this chapter reveals
a hierarchy of the most popular technical indicators on the Bloomberg Pro-
fessional Service. Then it presents the indicators’ commonly accepted signals.
But first, it attempts to define what technical analysis represents; it would be
ill advised to discuss only indicators when technical analysis is much more
than that.



2 New Frontiers in Technical Analysis

Defining Technical Analysis

Sometimes it seems that the majority of market participants may be misled
about the broad scope of theories used in the application of technical analysis
when trying to understand and forecast the financial markets. My gut feeling
is that if we were to sample a random group of market participants to define
technical analysis, they would present terms such as price, moving averages,
charts, and oscillators. A simple Internet search confirmed my suspicions about
what words we would hear. Some of the definitions that can be easily found
do a good job of describing parts of the theory, while others should not be
read by a technician who lacks a sense of humor.
Three of the better definitions are:

1. Analysis of past price changes in the hope of forecasting future price
changes.

2. Analysis based on market action through chart study, moving averages,
volume, open interest, formations, and other technical indicators.

3. An approach to forecasting commodity prices that examines the patterns
of price change, rates of change, and changes in volume of trading and
open interest, without regard to underlying fundamental market factors.*

Technical analysis offers much more than these definitions suggest. The
first is so generic it could be used to describe many fields of analysis. It suggests
market participants study prices and fails to elaborate on the variety of data
types that can be analyzed. The second mentions market action, a common
term used in describing technical analysis, but then repeats itself by listing the
data sets that represent market action. It assumes that most of the methods
of a technical analyst are focused on technical indicators and therefore it does
not elaborate on the variety and depth of the theories in this field of study.
The third suggests that technical analysis is used in the commodity markets,
which is true, but the application of technical analysis is not restricted to only
the commodity markets. Technical analysis can be applied to nearly all types
of financial markets.

The methods of a technician span a wide array of theories and use count-
less different tools to strategize, quantify, and discuss the financial markets in
ways that other types of analyses don’t or can't. One of my goals in writing this

*Definition one from wordnetweb.princeton.edu/perl/webwn; definition two from
www.worldwidemoneyexchange.com/terminology.html;  and  definition  three  from
www.lind-waldock.com/education/ glossary/technical_analysis_terms.shtml.
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chapter is to create a one-sentence definition that broadens the scope of the
known definitions. It has proved to be very challenging to come up with one
sentence that defines technical analysis in its entirety. I believe this is a debate
for the entire industry to continuously weigh in on, especially as technical
analysis evolves; furthermore, I do not mean to suggest that any one definition
would ever be universally acceptable. At present, and with the input of a few
friends, I lean toward the following definition:

Téchnical analysis is the extraction of information from market data into
objective visualizations through the use of mathematics with an emphasis
on investor behavior and supply and demand to explain the current and
anticipate the future path of the financial markets.

This definition suggests that technical analysis comprises the following
five attributes:

1. Market data: Represents a variety of data sets that includes the most
frequently used ones such as price, volume, and open interest, but
does not exclude data sets such as volatility, ticks, ratios, and dividend
yields.

2. Objective visualizations: A preference for analyzing information in a chart,
but visualizations could be more than a chart, such as a figure, table, scatter
plot, or query of results.

3. Use of mathematics: The application of measurements and calculations to
measure the market actions of an individual security or a group of securities.

4. Emphasis on investor behavior and supply and demand: We have a bias for
identifying rational and irrational market actions and look for imbalances
in the availability or desire for a security.

5. Explain the current and anticipate the future: We are attempting to under-
stand what the market is telling us about itself to estimate where it may go
in the future.

To further explain the definition, we will summarize the three premises of
technical analysis (see Figure 1.1) and explain some of the most popular tools
(certainly not all) used for this method of analyzing the financial markets.

The first principle states that market actions discount everything. This
premise suggests that all publicly available information—such as company-
specific news, political changes, weather, and so forth—is already priced into
the current value of a security. Therefore we do not necessarily need to know
why something is happening; we need only to understand the reaction of



