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What is technical analysis? 

At the most basic level, technical analysis refers to the use of price charts and 
other bits of market information to make investment decisions. 

You wouldn’t think that something so innocuous would be the subject of great 
debate. Yet to its harshest critics, technical analysis might as well be three-
card monte—a sleight-of-hand trick designed to separate fools and their 
money. To its most effusive supporters, technical analysis provides all of the 
information that investors need to place their bets. 

The truth lies somewhere in between. Yes, technical analysts try to predict 
price movements by looking at chart patterns and using them to inform their 
decisions to buy, sell, or hold a stock, sector, or even the market as a whole. 
We’ll use the word “stock” here for simplicity’s sake. 

There’s no sleight of hand involved. The ups and downs of the stock market 
are, after all, influenced by changes in supply and demand as investors react 
to information, decide whether to buy or sell, and collectively determine which 
way stocks are headed. These decisions are reflected in the charts. 
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While fundamental analysis attempts to measure a company’s intrinsic value 
by sifting through its financial statements and other hard data, technical 
analysis helps us think about which of these factors are already priced into the 
stock—and which might not yet be recognized. In fact, many traders combine 
fundamental and technical analysis in an attempt to find the best time to place 
their bets. 



We can do the same thing, too. 

The Language of Technical Analysis 
Just like fundamental investing, technical analysis has its own language. But 
instead of scrutinizing earnings, revenue, and valuation, technicians pore over 
charts looking for trends, support, and resistance.  

All three have specific meanings in the context of technical analysis. A “trend,” 
for instance, is the direction a stock is heading. That might seem obvious, but 
it isn’t always easy to determine because stock prices don’t move in straight 
lines. As a result, technicians examine the highs and lows a stock makes over 
time, and it’s the overall direction of these ebbs and flows that constitute a 
trend. 

A stock making a series of lower lows and lower highs is said to be in a 
downtrend: 

 
A series of higher highs and higher lows indicate an uptrend. 

A technical analyst might warn against buying a stock in a downtrend, or 
might suggest increasing holdings when it’s in an uptrend. 



The area between the lows and highs through a trend is called the price 
channel, and it helps us visualize a stock’s price volatility within a trend. The 
wider the channel, the more volatile a stock. 

 
Finding Support, Spotting Resistance 
Nothing goes up—or down—forever. So technicians also look for signs that a 
trend may come to an end. For this, technical analysts look for levels of 
“support” and “resistance.” 

A support level is where demand is perceived to be strong enough to prevent 
a stock from falling further. Support is said to be found when a stock rebounds 
multiple times off a certain price. 



 
When a stock repeatedly falls back after rising to a certain level, it is said to 
have hit resistance. 

 



Playing the Range 
The area between the support and resistance levels is called the range, and a 
stock that bounces between the two is said to be “range bound.” 

The support or resistance levels are confirmed as more rebounds are 
observed and can then be used as critical thresholds to anticipate a change of 
course. 

 
When the price breaks through either of the two levels, however, it often 
indicates some significant change in investor expectations, and the possibility 
of a new trend taking hold. 

When a break occurs, the market will start a new trend and look for new levels 
to land on. 



 
There’s nothing magical about these levels. Investors who bought a stock 
below a resistance level, for example, might be more comfortable holding their 
positions––or adding to them––if the price remains above that level. As a 
result, the previous resistance might turn into new support.  
Moving Averages 
A moving average is a series of averages based on past prices over a certain 
length of time. 



 
Investors who plan to hold a security for multiple years might watch a 200-day 
moving average, which would give them a long-term view of the stock trend. 
Day traders, who make profits from flipping stocks frequently, might use a 24-
day moving average, which is more responsive to price movements on any 
single day. 

Moving averages can also be used to identify support and resistance levels. 
The market’s initial plunge from its Jan. 26 high, remember, came to an end 
on Feb. 9, when the S&P 500 hit its 200-day moving average, then rallied 
strongly. Since then, the 200-day has served as important support at least 
four other times. 



 
No sleight of hand there. 

 


