
Forex Foundations

MODULE 7:  TECHNICAL INDICATORS



Disclaimer

No one should
consider the information disseminated by TWP to be personalized investment
advice, a recommendation to buy, sell or hold any investment, an offer (or a

solicitation of an offer) to buy or sell any investment, or the provision of
any other kind of advice that would require TWP to register as a broker-dealer,
investment adviser or 
similar entity. No one associated with TWP is authorized
to make any representation to the contrary.
TWP provides information that its
customers may use to make their own 
investment decisions.

However, any customer
will be responsible for considering such information carefully and evaluating
how it might relate to that viewer’s own decision to buy, sell or hold any

investment. Such decisions must be based on that customer’s individual and
independent evaluation of his or her financial circumstances, investment
objectives, risk 
tolerance, liquidity needs, family commitments, and other
factors, not in reliance on any information obtained from TWP.

Statements by any person (whether
identified as associated with TWP or any other entity) represent the opinions
of that person only and do not necessarily reflect the 
opinions of TWP or any
other person associated with TWP.

It is possible that any individual
providing information or expressing an opinion on any TWP program may hold an
investment position (or may be contemplating holding an 
investment position)
that is inconsistent with the information provided or the opinion being
expressed. This may reflect the financial or other circumstances of the
individual or 
it may reflect some other consideration.

Customers of TWP
programs and consumers of its content should take this into account when
evaluating the information provided or the opinion being expressed.
Although 
TWP strives to provide accurate
and reliable information from sources that it believes to be reliable, TWP
makes no guarantees as to the accuracy, completeness, timeliness, 
or
correctness of any such information.

TWP makes no guarantee or promise of any
kind, express or implied, that anyone will profit from or avoid losses from
using information disseminated through TWP.
All 
investments are subject to risk of
loss, which you should consider in making any investment decisions. Customers
of TWP programs should consult with their financial 
advisors, attorneys,
accountants or other qualified professionals prior to making any investment
decision.

The risk of loss in trading options and
futures can be substantial. You should therefore carefully consider whether
such trading is suitable for you in light of your
financial 
condition. The high degree of leverage that is often obtainable in
options and futures trading may benefit you as well as conversely lead to large
losses beyond your initial 
investment. Past results are not indicative of
future results. No representation is being made that any account will or is
likely to achieve profits similar to
those shown.
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 Technical Indicators

Technical indicators are mathematical calculations based on historical price, volume, or open interest data.

Traders and analysts use these indicators to gain insights into potential future price movements and make informed 
trading decisions.

Technical indicators fall into several categories, each serving a specific purpose in analyzing market trends, 
momentum, volatility, and other factors.

It's crucial to use technical indicators in conjunction with other forms of analysis for a comprehensive view of the 
market.

No single indicator guarantees success, and different indicators may be more effective in various market conditions.

Periodic review and adjustment of indicator parameters may be necessary to align with changing market dynamics.

Understanding how to interpret and use technical indicators can enhance a trader's ability to analyze markets and 
make informed decisions in the dynamic world of trading.
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 Technical Indicators

Here are some common types of technical indicators:
Trend Indicators

Moving Averages

Moving Average Convergence and Divergence

Average Directional Index (ADX)

Support and Resistance
Pivot Points

Fibonacci Retracements

Support and Resistance Lines

Purpose: Identify and confirm the direction of the prevailing trend, whether it's an uptrend, downtrend, or sideways movement.

Purpose: Identify key levels where price may encounter barriers or reversals, aiding in setting profit targets and stop-loss levels.
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 Technical Indicators

Relative Strength Index (RSI)

Stochastic Oscillator

Momentum

Purpose: Measure the speed and strength of price movements, helping identify overbought or oversold 
conditions and potential trend reversals.

Bollinger Bands

Average True Range (ATR)

Volatility Index (VIX)

Purpose: Assess the degree of price variability, helping traders anticipate potential price breakouts or 
breakdowns.

Momentum Indicators

Volatility Indicators
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 Technical Indicators

On-Balance Volume (OBV)

Chaikin Money Flow

Volume Price Trend (VPT).


Purpose: Analyze trading volume to confirm price trends, identify potential reversals, and assess market strength 
or weakness.

Moving Average Convergence Divergence (MACD)

RSI

Stochastic Oscillator


Purpose: Measure the cyclical nature of price movements, helping identify potential turning points in the market.

Volume Indicators

Oscillators
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How Technical Indicators are Used

Signal Generation: Technical indicators generate buy or sell signals based on their calculations, 
helping traders make decisions about entering or exiting positions.

Confirmation of Trends: Indicators can be used to confirm the existence and strength of trends 
identified through other methods like chart patterns or trendlines.

Overbought or Oversold:  Many indicators provide insights into whether a market is overbought or 
oversold, helping traders anticipate potential reversals.

Divergence Analysis: Traders often use technical indicators to identify divergences between price 
and indicator behavior, which may signal a potential change in market direction.
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Moving Averages

Simple Moving Average (SMA)

Definition: The Simple Moving Average calculates 
the average price of a security over a specified 
number of periods, giving equal weight to each data 
point in the period.

Characteristics: It provides a straightforward 
representation of the average price movement, 
reducing the impact of outliers.

Exponential Moving Average (EMA)

Definition: The Exponential Moving Average assigns 
more weight to recent prices, making it more 
responsive to current market conditions compared 
to the SMA.

Characteristics: It reacts more swiftly to price 
changes, giving more significance to the most 
recent data points.

Weighted Moving Average (WMA)

Definition: The Weighted Moving Average assigns 
different weights to different data points, allowing 
traders to emphasize the importance of certain 
prices over others.

Characteristics: It is more customizable, giving 
greater influence to selected periods based on the 
trader's preferences.

Smoothed Moving Average (SMMA)

Definition: The Smoothed Moving Average is a 
modified version of the EMA, applying a longer 
period and additional smoothing for a more even 
representation of price trends.

Characteristics: It reduces noise and provides a 
clearer picture of the overall trend.



Volume

Definition

Volume in trading refers to the total number of shares, 
contracts, or units traded during a specific period.

It is a crucial indicator in technical analysis, providing 
insights into the strength and sustainability of price 
movements.

Volume is typically represented as vertical bars on a price 
chart, and its analysis can offer valuable information to 
traders and analysts.

Confirmation of Price Trends:

High volume during an uptrend suggests strong buying 
interest, confirming the bullish trend.

Conversely, increasing volume during a downtrend confirms 
bearish sentiment.

Low volume during a price move may indicate a lack of 
conviction and could signal a potential reversal.

Breakouts and Breakdowns:

Volume is crucial when assessing the validity of a breakout 
or breakdown.

A breakout accompanied by high volume is considered more 
reliable than one with low volume.

It indicates strong market participation and validates the 
potential change in trend direction.

Divergence Analysis:

The divergence between price movements and volume 
behavior can provide important signals.

For instance, if prices are rising, but volume is declining, it 
may indicate weakening buying interest, potentially signaling 
a reversal.

Conversely, rising prices with increasing volume may 
confirm the strength of an uptrend.



 Combining Moving Averages with

Volume Analysis

Moving averages and volume analysis are two powerful tools in a trader's toolkit, each providing unique 
insights into market dynamics.

When combined, they offer a comprehensive approach to confirming trends and making more informed trading 
decisions.

Rising Price with Increasing Volume:

When a rising price is accompanied by increasing volume, it adds a layer of confirmation to the identified uptrend.

Key Points:  

High volume during an uptrend suggests strong buying interest and validates the upward price movement 
identified by the moving average.  It indicates that market participants are actively supporting the trend, making it 
more likely to continue.
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Practical Applications for Using Volume 
and Moving Averages Together

Scenario 1: Uptrend Confirmation:  A trader identifies an uptrend using a 
moving average, observing that the prices consistently remain above the 
moving average.

To confirm the strength of the uptrend, the trader looks at volume. If the 
rising prices are accompanied by increasing volume, it adds confidence to 
the validity of the uptrend.
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Practical Applications for Using Volume 
and Moving Averages Together

Scenario 2: Potential Trend Reversal:

In a different scenario, the trader notices a divergence between the moving 
average and the price. Prices are rising, but the moving average is flattening.

Checking volume, the trader observes that the recent price increase is not 
supported by significant volume. This lack of volume confirmation might 
suggest a potential weakening of the trend.
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Other Technical Indicators

Definition: The Relative Strength Index (RSI) is a momentum oscillator that 
measures the speed and change of price movements. It ranges from 0 to 
100 and is typically used to identify overbought or oversold conditions in a 
market.

Characteristics: RSI values above 70 indicate overbought conditions, 
potentially signaling a reversal.RSI values below 30 indicate oversold 
conditions, potentially signaling a bounce back. Divergences between RSI 
and price movements can suggest potential reversals.

Relative Strength Index (RSI):

Definition: Bollinger Bands are volatility indicators that consist of a middle 
band being an N-period simple moving average (SMA) and two outer bands
being N-period standard deviations away from the middle band.

Characteristics: Bands expand during periods of high volatility and contract
during low volatility. Prices near the upper band may be considered 
overbought, while prices near the lower band may be considered oversold. 
Breakouts above or below the bands may signal potential trend changes.

Bollinger Bands:

Definition: MACD is a trend-following momentum indicator that shows the 
relationship between two moving averages of a security's price. It consists 
of a MACD line, a signal line, and a histogram.

Characteristics: Signal Line Crossovers: When the MACD line crosses above
the signal line, it may signal a potential bullish trend, and vice versa.

Divergences between MACD and price movements can indicate potential 
trend reversals.

The histogram visually represents the difference between the MACD line 
and the signal line.

Moving Average Convergence Divergence (MACD):

Definition: The Stochastic Oscillator measures the location of a current 
closing price relative to its price range over a defined period. It ranges from 
0 to 100 and is used to identify overbought or oversold conditions.

Characteristics: Readings above 80 indicate overbought conditions, 
suggesting a potential pullback.

Readings below 20 indicate oversold conditions, suggesting a potential 
bounce back.

The %D line crossing above the %K line can signal a bullish trend, and vice 
versa.

Stochastic Oscillator:



Summary
In trading, technical indicators are mathematical calculations applied to 
historical price, volume, or open interest data, serving as analytical tools to 
gain insights into market trends and potential future price movements.

These indicators fall into various categories, such as trend, momentum, 
volatility, and volume, each offering unique perspectives on market dynamics.

Traders use technical indicators to confirm trends, identify overbought or 
oversold conditions, and pinpoint potential entry and exit points. While no 
single indicator guarantees success, the strategic use of technical analysis, 
incorporating multiple indicators and other forms of analysis, empowers traders 
to make informed decisions and navigate the complexities of financial markets.
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