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OZET
Yuksek Lisans Tezi

HiSSE SENEO DEGERLEMESINDE TEKNiK ANAL iZ YONTEM i:
iMKB'DE B iR UYGULAMA

Dilaysu CINAR

Dokuz Eylul Universitesi
Sosyal Bilimler Enstitlisu
ingilizce Isletme Anabilim Dali
ingilizce Isletme Yonetimi Programi

Gunimiizde IMKB’de islem goéren hisse senedi sayisinin her gegen giin assn
yatirimlarini hisse senedi Uzerinden gercekigiren yatirimcilar icin gerek hangi hisse
senedinin secilegi, gerekse alinan hisse senedinin hangi zamandarap satilacagi ve
hangi fiyattan yatirnm yapilacagi hususlarini ortaya ¢ikarmstir. Bu sorunlari timden
ortadan kaldirabilecek herhangi bir yoéntem bulunmamakla birlikte, sorunlarin

¢cbzimuine katkida bulunan birgok yontem ortaya cikardmistir. Bu yontemlerden
birisi de Teknik Analiz Y&ntemi'dir.

Teknik analiz, belirli bir hisse senedine ilgkin fiyat ve islem hacmi gibi verilerden
yararlanir. Gecmisle ilgili olan bu verileri grafik formatina aktarar ak, hisse senedinin
gelecekteki olasi fiyatlarini ortaya koymaya cair.

Bu ¢alismada hisse senedine gkin temel kavramlar agiklanmis, sonraki surecte hisse
senedi dgerleme yontemlerine yer verilms ve bu yontemlerden teknik analiz
yontemi Uzerinde odaklaniimstir. Teknik analizde kullanilan trendler, formasyonlar
ve indikatorler Gzerinde derinlemesine durulmus, ardindan en énemli gostergelerden
biri olan Bollinger Bandi ile ilgili olarak uygulam a yapilmistir. Uygulamada, IMKB
Ulusal — 30 Endeksinde yer alan 23 hisse senedirB.01. 2005 - 29.11.2010 tarihleri
arasinda deerlendirerek, “Bollinger Bandi kullanilarak, satin al ve elde tut
yontemine gore IMKB'de daha fazla gelir elde edilebilir mi?” sorusuna yanit
aranmistir. Yapilan calismada Bollinger Bandi yontemi ile IMKB Ulusal- 30
endeksinde, satin al ve elde tut yontemine gore dahfazla kazan¢ sglanabilecesi
ortaya c¢ikariimistir.

Anahtar Kelimeler: Hisse senedi dgerleme yontemleri, teknik analiz, Bollinger bandi



ABSTRACT
Master’s Thesis

TECHNICAL ANALYSIS METHOD FOR STOCK VALUATION:
AN APPLICATION ON THE ISTANBUL STOCK EXCHANGE

Dilaysu CINAR

Dokuz Eylul University
Graduate School of Social Science
Department of Business Administration
Business Administration Program

Today, increasing number of traded shares to eagbassing day has revealed to some
problems for investors such as which stock will behosen, time of stock buying and
selling and also what price the investment be madelthough there is no single
method that can eliminate these problems altogethemany methods have been found
that contribute to the solution of these problemsOne of these methods is Technical
Analysis Method.

Technical analysis benefits from data such as pricand trading volume that are
related to a specific stock. Technical analysis &b to reveal possible future price of
stock by transferring past data to the graphic format.

Basic concepts of stock and stock valuation methodsre described in this study.
Additionally, the study focuses on technical analys method, which is one of the stock
valuation methods. Trends, formations and indicatos, which are used in technical
analysis, are focused on in-depth, and then applitan is conducted with Bollinger
Bands that is one of the most important indicatorsin practice, this study is sought to
answer this question “Can more revenue be obtaineftom Istanbul Stock Exchange
by using Bollinger Bands according to buy and holdstrategy?” question by
evaluating 23 stock that are placed in ISE National30 Index between 03.01. 2005 -
29.11.2010 period. According to the findings, moreevenue can be generated from
ISE by using Bollinger bands.

Keywords: Stock valuation methods, technical analys, Bollinger bands
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INTRODUCTION

The Istanbul Stock Exchange (ISE), which startednup986, has made an
important place in twenty years by increasing thember of publicly traded
corporations and market capitalization, as welldageloping communication and
technology infrastructure, economy and stock markainly news, comment and
analysis on the television, internet and print raegipose to information overloaded
to investors each passing day.

Under these conditions, the numbers of individual anstitutional investors
have gradually increased. The first problem, whighfaced by investors, is to
determine which stock would be invested. The oitgre is timing of the decision to
buy and sell while investing in. Systematic puréhgsand selling strategy helps
investors to make right investment decisions. Trets®egies are basically divided
into two. The first one is fundamental analysis d@hd second one is technical
analysis.

Fundamental analysis is a valuation method to oheter the real value of the
stock. This analysis is a long process that reques@amining all factors of company
and economy. Technical analysis is based on thawgstion that share prices have a
foreseeable trend. With the technical analysis ottktock price movement will be

determined by a systematic study.

Purpose of this study is to investigate if techha&ealysis method is the most

appropriate method to find selling and purchasimgt

The first part of the study defines stock defimtiaypes of stock and also
rights and liabilities for stock holders brieflya the second part, the concepts of
value and equity valuation methods are discussaad&mental Analysis, Technical
Analysis, Efficient Market Hypothesis, Traditionahd Modern Portfolio Analysis
and Chaos Theory are explained and this sectisepts positive and negative sides
of these methods.



The third part explains the concept of the tecHnacmlysis. Assumptions,
which are based on technical analysis method asit Ipainciples of Dow Theory,
which is basis of the technical analysis and alsarts which are used to technical

analysis.

The fourth part of the study is related with trendfs this section; trend
classifications and varieties, trend lines, tremellbreakouts, trend channels and other

things that are related to trends are mentioned.

The fifth part of the study is about formationsp€&€g of formation and their

meanings take place in this section.

The sixth section is related to indicators thatsome of the most important
things to stocks analysis. Indicator types, thearmiulations, meanings and

interpretations are explained in this part.

The research methodology and findings are discusséte seventh part of
the study. On the other hand, the final part is ¢baclusion of this study and

recommendations.



PART |

BASIC CONCEPTS

1.1. Definition

Stock is a financial asset, which represents apdesses the shares at limited
partnership divided into shares with join stock pamy’ In a join stock company,
the amount of capital is divided into shares anchestock represents participating
nature and proportionately hostifigloin stock companies supply their stocks with
export for providing shareholder’s equity. Businessy not release to public to all of

the stock issuetl.

On the contrary of bill of exchange, stock is auwtoent of partnership. With
this state, stock is a financial asset which isigesecurity on the stage of
establishment and it is the latest reimbursemeoase of dissolution of a partnership
by Joint Stock Compari/Stock yields money to shareholder while continjmigt
stock company and making a profit. But stock’s meoisn’t fixed as well as bill of

exchangé.

According to The Turkish legal system, share holderalso partner of
company. For that reason, share is abstract legalsswhich is separate from the

owner’s personality. Thus stock is indivisible wéah the face of comparly.
1.2. Types of Stocks

According to 408 clause of Turkish Commercial Code, stocks aredéiyi

into three main types. Stocks are classified ipeesof circulation; registered share

1 C. SARIKAMIS, Sermaye Pazarlar) 4" Press, Alfa Yayinlaristanbul, 2000, p..31.

2 G. RODOPLU Para ve Sermaye PiyasalariTugra Ofset, Isparta, 2001, p.291.

% A. CEYLAN, Turhan KORKMAZ,Sermaye Piyasasi ve Menkul Deger AnalizEkin Kitapevi,
Bursa, 2000, p.91.

4 C. SARIKAMIS, op. cit, p.31.

® M. KARSLI, Sermaye Piyasasi Borsa Menkul Kiymetlerirfan Yayincilik,istanbul, p.362.

® G. RODOPLUp. cit., p.292.



and bearer stock; in terms of whether or not fplyd of remuneration; remuneration
is fully paid and remuneration is completely unpardpoint of gain advantage to

owners; common stock and preference stock.
1.2.1Registered Shares and Bearer Stocks

The importance of this distinction is emerging fEexation in stock transfer.
Conveyance on the bearer stock is completed tovetdgli Registered share can
assignee unless otherwise agreed to main coniraettransfer of registered share is
possible with delivery to assignee of made bill szister stock ledger of compahy.

In order to handover of bearer stock, submittalsbare register on the
purpose of turnover is enough. Although there amesbenefits of bearer stock such
as; to provide true anonymity, to help the spretéhdustrial property, to supply
privacy in the sense of account owner, at the stame it is sayable that there are
some disadvantages of bearer stock such as; indfalest and stolen indenture,
difficulties to proof of right ownership, to encage to irrelevance in general

meeting, necessity to deliver of indenture foreseablishment of right of usufrutt.

Identity of partnership is written on the registehare and such a stock is
arranged in the name of written person at the coryipatock ledger. These are only
handovers by financial turnover and transfémless otherwise agrees at the prime
contract, registered share is actual on the jaotkscompanies system. Advantages
of these stocks are to determine the number ohgesitto identify and follow up of
partners, to protect assets, to prevent to alienatf association, to participate in

general meetings and to prevent loss of tax. Besiblese advantages, registered

" ISE Guidebook, p.162.

8 M. BOLAK, Sermaye Piyasasi Menkul Kiymetler ve Portfdy Analiz 3¢ Press, Beta Yayinlari,
Istanbul, 1998, p.101

°S. CANBAS, H. D@GUKANLI, Finansal Pazarlar, 2" Press, Beta Yayinlatistanbul, October,
1997, p.33.



stock has got some disadvantages. These are: uttife in the transfer of

partnership shares, to prevent to going publiciaability to provide privacy’
1.2.2Common Stocks and Preferred Stocks

If there is not provision to the contrary at thestea agreement, stocks
provide to equal rights to shareholders. Thesestygfestocks are called common

stocks.

Common stocks are normal and ordinary stocks. Treyide equal voting
rights to their shareholders on the general meethigp these stocks give to take
share in company profits, encircling property rggho third party, in liquidation;
participate to liquidation result after the paymemtdebt and primarily right of

emption of new stocks will be issu&d.

As compared with common stocks, a portion of tleekst according to profit
sharing and voting at the general meeting, as péclea 40T of the Turkish
Commercial Code, can be provide preferential rightshareholders with the master
contract. With the prime contract; special pay di&vid can be predictable in certain
amount of profit, some privilege can be recognia¢dstock rights usage, voting,
participate in result liquidation and nominate fieembership in the body.

1.2.3Founder Shares and Dividend Shares

Founder shares neither represent a particular stoargive the right of access
to company management. Accordingly, during the @asion of the business,
according to provision of the master contract, xthenge for people’s service,
founder shares give the right to participation ipaat of the company’s profit and
bonus share is issued on condition that alwaysbetavritten in the name of the
founders (TCC. art. 402)

1%|SE Guidebook, p.162.
' H. SEYIDOGLU, Uluslararasi Finans 3 Press, Giizem Yayinlaistanbul, 2001, p.315.
'2|1SE Guidebook, p.162



Dividend shares are stocks which don’t represeranicial interest and these
shares are given to some people in exchange feraleservices and their receivable
after foundation (T.C.C. art. 298)

1.2.4 Priced Stocks and Bonus Shares

Issued with a new commitment or a way to pay, otherds, stocks, which
are subject to having the value of saving, eith@rewrevealed the phase of
establishment or were bought in raising capitahwiite use of preference by former
partners or through public offer by third partigsreturn for these shares payment is
done from source of non-partnership to partnersHigre actually, values of the
current shares being upgraded and actually madeymgnt of internal sources. In
this case, because the new stocks are serial @ldh&ock, obtaining right to bonus
shares to former partner, in other words they kpltm sharers® In short, fund

access isn't supplied to business with the bonasesh
1.2.5Premium Stocks and No Premium Stocks

In the Turkish legal system, issue of non-par vaagital stock is beside the
mark. Stocks, which are exported with the face eaare called no premium stocks.
Stocks, which are exported with high price of palue, are called premium stocKs.
In order for premium stock share, either predigatiwust be found in prime contract
or must be decided by the general assembly. Inréhestered capital system, on
condition that authorized with prime contract, pireém stocks may be issued with
the decision of the board of directdrs.

13|SE Guidebook, p.163

1“|. ERDEM KARABIYIK, Menkul Kiymetler Borsasi ve Dger Yatirim Alternatifleri , 1% Press,
Marmara Kitabevi, October 1997, p. 23.

> M. BOLAK, op. cit., p.102.



1.3. Rights and Liabilities of Stock Holder

1.3.1.The Right to Dividend

It is one of the most important rights of the aket According to TCC; dividend
must not distribute unless legal and free resewitts other monies, which must be
allocated in accordance with legislation and prooatract, are stray from net profit
(TCC. art. 469).

1.3.2Right of Access to Liquidation Balance

This right is valid if there is surplus after thesult of liquidation. Each
stockholder participates in this surplus to hispartion of share (TCC. art. 455). If
the liquidation surplus is negative, it createsaidshare with a limited debt. If share

remuneration is fully paid, the debt is besideghnt.
1.3.3Right of Access to Company Management

This right is to choose the company board of doexcaind even to be chosen
to this board. Company general board, as the mady of the company, may
intervene in almost every subject. However, becafiske administration right often
provided with ordinary majority of general assemibgrson or people, who are
occupant to 51% of the company, may have to adtratisn. But, if the capital
expansions to a broad ground, it takes an inteiggedbok at many examples of
management rights and it is seen that with thepggnent some companies are taken
control. Involvement in management of minority ssacan be provided with both
special provisions, which is placed in master amtirand in some cases with the
legal interferences (TCC, art. 341, 348, 349, 36&35)).



1.3.4Right to Vote

According to TCC, it is vested right of the all@tdeach share gives to share
holder at least one right to vote. Under the camwljtdon’t offend against to this
principal, number of voting rights, which would givto shareholders, can be
determined with master contact (TCC, art. 373).hRigp vote of a share can be
increased, by means of provide to privilege onubie but it isn’t possible to limit

the votes of each shareholder.

1.3.5Right to Demand Information

According to TCC, right to demand information ofoflees mustn’'t be
limited or mustn’t be obstructed to with main cawatr or with one of the company
bodies’ decision. In addition, allottees are eaditto point suspicious subject out to
controller and wanted to necessary explanation froomtroller. Nonetheless,
allottees can be examined into profit and loss @aet;obalance sheet and annual
report beginning from general meeting for one y@&C, art. 362, 363). However,
these rights are not included in right to demarfdrmation in real terms. Because,
with the exception of secrets to be learned, whighallowed to examine books and
documents, any partner is authorized to learningpamy’s business secret (TCC,
art.363)

1.3.6.Secrecy Debt

Each allottee must keep company’s counsel, everseparated from
partnership (TCC, art. 363).

1.3.7 Capital Debt

Stocks as a partnership indenture, provides to sahts to shareholder, also
it brings to some financial responsibilities to igdtelder. Both new organization and
increase of capital, shareholder, who is subscribedsupposed to fulfill a common

undertaking. Shareholder must deposit to callectagpital of shares, which have



undertaken, on the determined date by company’srastnative body. If company,
which isn't completely payment of capital, goes krapt or it is subjected to
liquidation, it can be demanded unpaid part of iligtion from shareholders for

discharge of company.
1.4.Earning of Stocks

Earnings, which are provided to shareholders, arelet into three parts.

These are:
1.3.8 Profit Share Earnings

Join stock companies distribute to a portion offimpwhich are get each
year, to their partners, the rest of profits araeleated as a source for autofinancing,

to hold within the company.

According to TCC and Capital Market Law; join stoctkmpanies can pay
dividend from net profit that year or if generabesbly decides, to reserve funds,
which are separated for this purpose, can pay eidd However, if company is
unable to make profit in that fiscal year, companyst not be forced to profit

distribution in no event.
1.3.9Capital Gain (Stock Value Increasement in Due Coues)

Capital gain, arising from stock value increaseeteiing on the development
of the company in due course, shows to a balancedtly with profit share with
countries where were located in developed capitatkets. However in Turkey,
profit share earnings remain at very low levelgestation of capital gain comes to
the forefront on the stock investment. While comesmeclare to their rate of profit
share, which will be distributed, they indicate th&o of the distributed profit share

to its nominal value.



1.3.10. Realized Revenue in Exchange to Stock Warrant

Another right, which is provided to shareholderstisck warrant. This right is
related to new stock taking right at a premium @riwhich is on the nominal price,

increasingly response to each stock at hand fromoagital at increase of capital.

Stock warrants are purchasable and sellable diffigrerom proprietary
rights which are represented by stock. For thasaeaobtained revenue, which is
obtained as a result of sale, is considered a& sévenue. Value of stock warrant is
differences between previous and next value fropitalastock increas®.

1.4. Value and Price Characterizing of Stocks
1.4.1Value Characterizing

Stock value characterizing is in use for the deaecimeasurements on the
stock productivity and it deals with analysis. Timain of them can be listed as

follow:
1.5.1.1.Book Value

Book value is evaluation of owner’s equity with &rate sheet value of
business. In this case the book value can be esquiess follows:
Book Value = Total Assets — Liabiliti¥s

If the owner’s equity of business is higher thae fhaid-up capital, book
value is higher than nominal value; otherwise bwakie will be lower than nominal

value.

65, CANBAS, Hatice DOGUKANLIpp. cit., p.26-28.
M. K. ERCAN, Unsal BANFinansal Yénetim, Gazi Kitabevi, August 2005, p.118.
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1.5.1.2.Liquidating Value

The company’s liquidating value is the rest of anmtdhat value received as a
result of cash-in to all assets of company, aftaynpent of company’s debt.
Liquidation value of per stock which occurs witlstref the amount is divided by the
total number of stocks.

Liquidating value is important to investigate tharketing value. Because,
for the market value of company’s stocks, liquidgtivalue lower limit will be
constituted. When the stock’s market value dropsrdbelow to liquidating value, it

will be the most rational way to liquidate the mess.
1.5.1.3.Net Asset Value

Net asset value is a method used to calculate tdek yalue of company
which has assets that can be realized immedi&téliet asset value is possible to
examine as the value of tangible assets and realige assets value. The value of
tangible assets considered the reconstructionafasimpany’s machine, equipment
and other fixed assets will have the same chaistitst On the other side, real
genuine asset takes into account both tangibletsass®l intangible assets which
remained hidden on company statement and will nobghn immediately.
Subjective intangible assets such as owned pateghds of use, know - how, are

included in valuatioR®

8 M. BOLAK, op. cit., p.105.
9 M. KARSLI, op. cit., p. 468.

20p, AKSOY, Menkul Kiymet Yatirimlarinin Analizi , 2 Press, Ankara, 1998, p.23
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1.5.1.4.Actual Value

The actual value of share register is a value detexd by variables such as
company’s assets, profitability condition, disttiéd dividends and capital structure.
In a sense, actual value that investors find st@ike is normal under the current

situations*!

1.4.2 Price Characterizing

Major definitions in the concept of stock price ;ameminal price, issue price,

market price and stock exchange price.

1.5.2.1.Nominal Price

The nominal price is written price of share registddominal price is a value
parted by the management of partnership, duringntineduction of share register in
order to determine the amount of capital and be #@blaccount record in respect of
this. According to TCC, nominal price of share stgi may be at least a piastre and
this value can be upgraded at least one apiectepifis practice, 1000 Turkish Lira

is the most frequently seen on the share registaimal price.

1.5.2.2.I1ssue Price

Issue price is a price of stocks that exposeddt® an the share issue phase.
In Turkey generally, companies sell their new st@skied on nominal price, but at
the same time they can determine emission priceeapar because companies issue

stock, which has got a high value of the stock ratark

1.5.2.3.Market Price

Market price is defined to buy and sell price oarghregister on the capital
market. Market price consists of supply and demandditions. Without any

changing on the operating effectiveness, it carolieervable that market price of

21's. Unal SAKAR Sermaye PiyasasiAnadolu Universitesi Yayinlari, Eskisehir, 1997109.
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share register can be changed in due course, deminen changes in market
conditions. Price can be formed under or on rehlevaf stock. If the stock market

exits, market price is used as equivalent withstioek exchange price.
1.5.2.4.Stock Exchange Price

Stock exchange price is a price of stock exchamgerrgies which occur
according to supply and demand conditions at theckstmarket. Prices are
determined daily in accordance with operation & #hock market and prices are
divided into categories such as; opening pricesiotp price, lowest price, top price
and average daily pric¢g.

1.6. Encountered Risks in Stock Exchange Market

The general meaning of risk is stated as “an unalaei event or probability
of effect occurrence®® One of the biggest problems faced in the capitatkets
while taking an investment decision is to correlagtween security’s risk and
security’s possible proceeds. Because, the sefeaf investment instruments

require a comparison of these two factors.

Stocks are known as the most high-risky investnvehicle at the financial
markets. Stocks are under the influence of economatitical, psychological,
external and innumerable periodic factors. The eéegf influence of these factors
may be different from the stock value. The inve$ias a constant risk. While part of
this risk is controlled by the investor, other pasults from factors which could not

be controlled by the invest6t.

22 Erdem KARABIYIK, op. cit.., p.23-24.

25, APAK, Sermaye Piyasalari ve BORSA1* Press, Bilim Teknik Yayinevistanbul, 1995, p.34
24 C. SARIKAMIS, op. cit., p.163.

% E. TUZCU, Hisse Senedi Fiyatlarini Etkileyen Faktérler veiIMKB’de Volatilite , Unpublished
Postgraduated Thesis, Ankara University, Instiaft8ocial Science, Ankara, 1999, p.10.

%6 M. DIRIL, Hisse Senetlerine Yatirim ve Tirkiye'de Hisse Senéffiyatlarini Etkileyen
Faktorler, Unpublished Postgraduated Thesis, Balikesir Unitye Institute of Social Science,
Balikesir, 2000, p.16.
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The risk concept on the financial markets may leered in two groups as
systematic and unsystematic rfgk.

1.4.3 Systematic Risk

Systematic risk, also known market risk, is a dakegory which is carried by
the market and all financial assets, which areetlaid market, are affected. Market
risk is put forward by economic, social and poéticonditions which are arisen out
of a financial asset and market risk signs to dandech is affected to the efficiency
of financial asset®

Compared to developed countries’ economies, stockg,urkey’'s capital
market have very-high systematic risk. Thereforeanges in interest rates or
exchanges rate are able to immediately affect spoicles in ISE?® Systematic risk

sources are as follows:
1.6.1.1.Market Risk

Changes to the social and economic structure otdb@try, implemented a
new economic policies, to be an election year, tigali activities increased, an

unexpected war affects the market.

Market risk can be defined as; changes in inve'staqgectations to reveal the
probability of loss by causing stock price flucioas. Fall of the stock price is
negative influence on investment’s yield and tltisasion is called market risk.

1.6.1.2.Interest Rate Risk

Yield changes depend on changes in interest priceknancial assets this

situation occurs to interest rate ri€kinterest rate adversely affects stock price.

2"H.B. MAYO, Investments: An Introduction, Mc.Graw Hill, New York, 1997, p.157.

28 C. SARIKAMIS, op. cit., p.177.

2H. KANALICI, Hisse Senedi Fiyatlarini Tespiti ve Tesir Eden Fakirler, SPK Yayinlari,
Edition No: 77, 1997, p.12.

%0H. KANALICI, op.cit., p.15.

1 M. DIRIL, op.cit., p.19.
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While interest rate is rising, stock prices fallhile interest rate is falling, stock
prices raise. This is because; stock prices araldqusum of market interest rate

with discounted values of revenues which are pedifiiture®

Short-term changes in interest rates are largeige afrom economical
fluctuations. For this reason, it is difficult toegglict the direction of interest rate
changes on the period of high economic uncertaiftlys situation further increases
to interest rate risk which is one of the most img@at indicators affecting stock
prices. While end of period proceeds is specifioclss haven't got fixed proceeds.
Therefore, due to increase of risk on the peridggmwatched particularly high rate

of interest, demand for stocks fafl.
1.6.1.3.Purchasing Power Risk (Inflation Risk)

Purchasing power risk reduces purchasing power mflied cash to
investment with the effect of inflation and inditigdt reduces efficiency of financial
assets which are calculated by fixed currency.

Investor expectations’ about inflation has diffareffect on financial assets
which represent ownership and debt. Because thendial assets, which are
represented debt, are fixed proceeds, inflationahasgative effect on most of their
returns and yields. On the other hand, stocks, hvlace represented by the
ownership, are able to provide the opportunityeduce the impact of inflation and
obtain more monetary income due to inflationaryfiggo To avoid the negative
effects of inflation, investors start to shift theivestments in stocks.

%2 C. SARIKAMIS, op. cit., p.177.
%M. BOLAK, op.cit., p.137.

% M. DIRIL, op.cit., p.19.

% C. SARIKAMIS, op. cit., p.178.
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1.6.1.4.Currency Risk

Currency risk is an undertaken risk in very specéaes such as; invest in any
esteem or run in debt or have money owed on diffecarrencies of investor or

organization which is done to investment.

In case of evaluation of investors’ funds on este@rmich is based on foreign
currencies, currency risk is in question. In ouy,dhe importance of currency risk
became more evident as a result of acceleratioriumi movements between

countries in face of increasing globalization ipital markets and money markés.
1.6.1.5.Political Risk

Political risk explains changes on political coms which would be the
cause of dividend income. Political risk also eneergs a reflection of national and

international political developments.

Conservation initiatives, quotas, exchange ratetdlations or foreign capital
investments are the elements of this risk. Espgdialrecent years, to liberalization
of financial markets within the market globalizatibamework increase the impact

of this risk even more.

In brief, political risk is a kind of risk that, is used to describe changes in
political conditions which will bring in the chargjef share earning&.

1.4.4Non - Systematic Risks

Unsystematic risk is directly related to busindssli. These risk sources are;
mismanagements concerning to top management, gwingorkers’ strike, wrong
financial politicians with wrong management deaisionew inventions, advertising

campaigns and changes in consumer preferences.

3 ,Sermaye Piyasasi ve Borsa Temel Bilgiler Kilavuziistanbul Menkul Kiymetler Borasasi

Yayinlari, 18" Edition,istanbul, 2001, p.508.
7. Erdem KARABIYIK, op. cit.., p.80.
% M. DIRIL, op.cit., p.20.
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Unsystematic risk will be different for every busss, for that reason; risk
control and reduction of risk are possible withedsification which will be done by

investor. We can examine unsystematic risks uridefdllowing headings:
1.4.4.1.Business and Industry Risk

It refers to undesirable results which are genegatiom negative situations
that may occur in sector, which are located inhess, or that may occur in business
which are issued to stocks. These reasons are;anagements, disruptions on the
goods or services, business line strikes, diffiesltin the provision of the raw
materials, un-solicited statuses reaching to custprdecrease in sales due to
competition. Adverse events in these areas reduedirim’s operating profits and

reduce stock yield?

1.4.4.2.Financial Risk

Financial risk emerges as company revenues’ logomgpany’s liquidation
as a result of debt and go down below to level @hpgany’s income, which will
make interest and dividend payment, in consequeaficeompany lag behind to

private or general mutation on environmental coads.

1.4.4.3.Liquidity Risk

Liquidity risk expresses, asset’'s dispose to untiercurrent market, as a
result of assets owned cannot converted into momeydemand or some of

difficulties encountered when performing this opiera

Liquidity risk is closely related to secondary metrkwhich is treated of
securities and securities owned. Liquidity risk slo®t emphasize on the continuous
and active markets where securities’, which arelainor standard characteristics,

have got many buyers and sellers.

%9 M. DIRIL, op.cit., p.23.
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Liquidity risk also closely related to the numbdr securities held by the
investor, their market capitalization, and properight of conveyance is costly.

Liquidity risk on the short-term securities is utyess than long-term securitié3.
1.4.4.4 Managerial Risk

Companies can meet a very positive occasion ongs. tif company does not
have strong managerial staff to evaluate the oppii¢s, expected returns may be
significant reduction®

Incorrect management decision usually has a negatipact on company’s

profit. Such a situation leads to decline to stpdkes??
1.5. Economic Function of the Stock

The effects of the stock are very important forrepay. These economic
functions are listed as follos

» Stocks provide to necessary capital accumulatiora fiapid development by
bringing together to small savings of the massdarge businesses.

» Stocks provide a more balanced income distribusiod they spread to wide
base to economic welfare by apportioning the owmipr®f commercial
enterprise to large mass of people.

» Stocks complement the economic aspect of demodracping more or less
arbiter to public on the economical decisions.

» Stocks while providing additional income for theopk savings, stock
provides this income which is not related to indawof interest, this income

which is resistant versus inflation and togethepriowves with the inflation.

40 Sermaye Piyasasi ve Borsa Temel Bilgiler Kilavuzwop.cit., p.507.

“1G. RODOPLU pp.cit., p.365.

“2C. SARIKAMIS, op. cit, p.181.

“3 Tirkiye Sermaye Piyasasi Araci Kurumlar BitlHisse Senedi PiyasalariSermaye Piyasasi
Temel Dizey Lisans Etimi, Oct. 2004, <http://www.tspakb.org.tr/indexrhtm>,p.11.
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For that reason, stocks protect the value of battome and investment

against the inflation.
e Stock is a financial tool that eliminates to midden. When a company
needs a large amount of funds as investment antope capital, the funds,

which provide some other way without stock issumjehmiddleman cost.
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PART I

THE STOCK VALUATION METHODS

There are many methods, theories and hypothesaapmd for the valuation
of the securities. The most important of these farelamental analysis, technical

analysis, efficient market hypothesis, traditioaatl modern portfolio theory.

Efficient Market Hypothesis with Markowitz mean-imrce model, index
models, Financial Asset Valuation Model and ArlgeaPricing Theory, which are
located in Modern Portfolio Analysis, are sciemtiinalysis methods that are created

according to statistical and mathematical foundhetfd

Market efficiency is an important phenomenon imtgiof valuation methods.

For this reason, it primarily focuses on the comncéfficient Markets.
2.1. Efficient Market Hypothesis

On the effectiveness of the financial markets,ahr&in criteria propound in
general and these criteria are tested empiricajlyabademia. Aforementioned
criteria are allocational efficiency, operationaffieceency and informational
efficiency. Allocational efficiency provides bestisttibution of the resources.
Operational efficiency performs the minimum cost oésource transfer.
Informational efficiency means all available infation reflects to on market prices.
If the market is less active on the informatiorehse, prices are easily manipulated,
market moves away from liberalization, market reggipublic intervention, pave the
way for unlawful profit and most importantly, it $ia negative impact on capital

accumulation and economic grovth.

. E. USTUNEL,Duragan Portfdy Analizi ve IMKB Verilerine Uygulanmasi, ISE Publication,
Ankara, 2000, p. 1.

5 Dr. T. OZMEN, Diinya Borsalarinda Gézlemlenen Anomaliler véistanbul Menkul Kiymetler
Borsasi Uzerine Bir DenemgCMB Publication Ankara, , 1997, p. 1.
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In general, a security market is defined as efficieprices of securities fully
reflect on all available information and this psaesponse to new information in the

manner that sudden or close t&°it.

Today, for such a definition to be valid, some agtaods must exist. It is
possible to compile the following conditiofs:

a) It should be an excellent competition in the mark&tould not have
monopolies.

b) The institutional and informational exchange castsestrictions should not
be on account. Therefore, all of the investors khohe reaching
simultaneously to current and future information ickh are related to
investors’ expectations about future.

c) All investors should have a homogeneous opinion taeg should interpret
obtained information by analyzing in the same way.a result, they should
get the same information function.

d) All investors should pay attention to market prie@sl they should use their
knowledge functions for maximizing benefits whiale @xpected by them.

Any new information is reflected immediately antbgkther to prices on the
efficient market. New information is a surprise \{dning that can be predicted is not
surprise). Price changes can be positive as mudegative in the efficient market,

because good surprises are possible as well asuppdses’®

Efficient market hypothesis classifies three sutugs to information set

which is reflected on the price of securities.

a) Information concerning the past prices of the séesr
b) All information is open to public, such as; annoaipeofits which are reached

to market, stock split, capital increase, intereste changes regarding

“®Dr, G. OZERMuhasebe Karlari ile Hisse Senedi Verimleri Arasindakilliskiler - IMKB'de
Deneysel Bir Analiz Ankara, CMP Publication, 1996, p. 40.

“"Dr. G. OZERpp.cit., p.40.

“8Dr. G. OZERpp.cit., p.40.
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developments in financial markets, changes in gowent’s economic policy
and so on.

c) All possible information which are related to irterporate and stock.

Efficiency of the market is rated according to eaeh of information. The
first sub-group is weak efficient market hypothesie second sub- group is semi-
strong efficient market hypothesis, and the third-group corresponds to the strong

efficient market hypothesfS.
2.1.1Weak Efficient Market Hypothesis

Weak efficient market hypothesis assumes that gtdacks contained to all of
the information such as; course of prices in thevipus period, rates of return,
transaction volume, odd lot operations. Weak edfitimarket hypothesis agrees that
any relationship between prospective rates of metamd rates of return in the
previous periods because, weak efficient markebthgsis assumes that stock prices
reflect to all of the past information. Therefomeeak efficient market hypothesis
argues that it was impossible to achieve aboveageereturns with any investment

strategy which formed by using market informatiomates of return in the padt.

Weak efficient market hypothesis tests to randortkwa other words, this
research examines the effect of all informatioratexl to stock when price of any
stock are changed. If the weak form of efficientke&is valid, price changes occur
completely at random. Thus, price changes in aodeare statistically independent
from other price changes in other period. Therefstadies that are aimed at tested
for weak form of efficient market theory, acted lwithe belief that historical

information related to securities cannot be usedotataining abnormal profit. If

“9Dr. M. KIYILAR, Etkin Pazar Kurami ve Etkin Pazar Kuraminin iMKB’de irdelenmesi —Test
Edilmesi, CMB Publication, Ankara, 1997, p. 16

% N. GUNAK, ileri Teknik Analiz Uygulamalari, 1 Press, Literatiir Yayinlaristanbul, 2007,
p.28.

1 G. KONURALP,Sermaye Piyasalar) 2" Press, Alfa Yayinlaristanbul, 2005, p.306-307.
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efficient market is weak, any graphics and/or asialynethod, which are based on
previous price, provides a profit to be abnorial.

Random walk hypothesis defined as “Prices do neé lsamemory and there
is no relationship between yesterday and tomorfoywAdam Smith. Random walk
hypothesis suggests the price changes of a seduoby period to period are

statistically independent on the security marRet.

Two different test groups are referenced for weaknfof the efficient market
hypothesis. The first group tests trying to showatistical independence between
stock price changes. This kind of tests examindaanwalk hypothesis. The second
test groups, test to buying and selling systemo Ate second test groups, are against
to “buy and hold” policy, trying to create a mecltah investment rule, which are
depended to historical price information relatedtuck®

2.1.2 Semi-Strong Efficient Market Hypothesis

Semi-strong efficient market hypothesis have a# ttonditions of weak
efficient market hypothesis. In addition of thesempanies’ explanations to the
public such as; annual profits of companies, howmnake distribution of profit
margin, capital increases, stock split, semi streffigient market hypothesis, also,
government statements made about general econanditions, such as; interest
rates, inflation rates and growth rates are vergkdyreflected in stock prices on the
semi- strong efficient market. Therefore, investoas not obtain excessive return

above the market average.

2 Dr. M. KIYILAR, op.cit., p. 2.

>3 A. KOSE, “Etkin Pazar Kurami vistanbul Menkul Kiymeler Borsasinda Etkin Pazar Kuran
Zayif Seklini Test Etmeye Yo6nelik Bir Calma — Filtre Kurali Testi”, Istanbul Universitgpurnal of
the School of Business AdministrationVol:2, No:2, Nov. 1993, p. 109.

* A. KOSE,op.cit., p.109.

%5 G. KONURALP,op.cit., p.307.
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2.1.3.Strong Efficient Market Hypothesis

If shares prices in the market reflect to all expd or unexplained
information, it may be mentioned that efficient ketris strong form. In this case;
investors, who even get information from the insichn not provide to constant gain

over the market gairf.

According as market efficient, actual price changdkfunction even more
random. In this sense, price changes completelgomnan unpredictable on the
strong efficient market hypothesis. Because oflite information advantage to be
reflected to prices quickly, profit opportunitieseaeliminated rapidly. In this case,
because the prices reflect to all available infdroma the possibility of making a

profit from knowledge-based transactions is impusst

In brief, Efficient Market Hypothesis is a critiqoé two main method used in
the analysis of stocks. While weak efficient matikgoothesis attacks to foundations
of the technical analysis, semi-strong efficientke& hypothesis opposes to method

of fundamental analysr.
2.2. Fundamental Analysis

Fundamental analysis method is an evaluation mefitwothe determination
of the real value of the stocks. On this methoduacvalue of the stock is
determined and firm is considered by utilizing tasie indicators, which are
determined to stock prices, such as; competitiviermaacro-economic developments,
managerial skill, market status, production andhmetogical situation, capital

structure, liquidity and profitability?

M. BOLAK, op.cit., p.227.

> 3. DOM,Yatirimei Psikolojisi, 1% Press, Dgisim Yayinlari,istanbul, 2003, p. 3.

8 B. G. MALKIEL, Borsada Rastgele SeyijrAli Pesembe (Cev.), &t Press, Scala Yayincilik,
Istanbul, 2007, p.136.

% N. BERK, Finansal Yénetim, 7" Press, Tirkmen Kitabevistanbul, 2003, p. 370.
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After the determination of the tendency of the exog on future periods,
how do these developments affect to branch of imgasd correspondingly, future
cash flows of the firms are estimated. Basic assiamin the calculation of the real
value; cash flows, which are provided by the firmshe future, are reduction to

present valué’

There is also market value for each stock, as agleal value. Market value
is used as a benchmarking criterion on the decisi@ge. Assumption of the
fundamental analysis is that market value of tleeksivill come close to real value
of the stock sooner or later. Analysts give stoekedion decisions under this
assumption. If the market price of the stock isobeto real value of the stock,
assessment that stock is cheap and stock is tékisnobjective to retain the stock
and profit from it until stock finds its real valu®n the other hand, if the real value
of the stock is below the market price of the statks interpretated that stock is

expensive and it is not suitable to take to stock.
Fundamental analysis consists of three phasesedresas follows:

a. Economic Analysis
Sector Analysis
C. Company Analysi¥

2.2.1Economic Analysis

Macro economic expectations affect to company'arfmal structure and
working conditions. Probability of success occuceerof the stock investment is
higher than strong and growing economy. Primarychaslicators about the general
economic situation are; gross national product,gagita income, inflation, foreign
exchange and balance of payments, interest ratddicpfinancial tools, money

0 G. KONURALP,op.cit., p.107.
®. A. UYAR, Temel Analiz, 1 Press, Beta Basim Yayiistanbul, 2001, p. 21.
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supply, fixed investment expenditures, stimulus etary and fiscal policies,
economic growth and employment stattis.

Investors, who invest in international marketsed®ine to economies, which
are their stock prices remained lower than othakata for various reasons, despite
the rapid and steady growth on the investor’ mamonomical analysis. Thus; they
both perform a risk assessment and they increatieetoprofitability®® The aim is
not only to find of right stock, which can be intes, but also, to provide diversity in

investments by determining to alternative markets.

Another issue, worthy of notice is to consider aband political risks, which
are significantly affected by country’s economicurse, while doing economical
analysis. Inequalities in income distribution, goraent changes, strike and other
factors may lead to unrest on the economy.

2.2.2 Sector Analysis

Such as general economic factors, economic secteesisitivity to
countercyclical is also important. When generaleobnomy is in stagnation, a
particular sector can be maintained to buoyantcadntrast, while the economy has
boom, some sectors may be in recession or saturatie to their own. After decided
that to suit investment of general economic fagtongestor should choose between

the various sectors by examining the sectoral ¥ata.

Sectors where are the industrial lifeline is impattfor investors in terms of
both risk and return. While start-up and growth gghgromise to high risk and
return, sector, which is entered to maturity phadeal for investors who want less
risk. Stocks of sector, which is entered to decttage, will have no further interest

of investors.

®2N. BERK, op.cit., p.370.
% A. UYAR, op.cit., p.22.
%4 M. KARSLI, op.cit., p.482.
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Other features, which are should be taken into@ticon the sector analysis,
are as follows. Sector’'s sales revenues in the pasbd, growth earnings of the
sector, supply and demand situation in the sectitlr cgcur in future periods,
competitive conditions, labour force status, gowent policies, international
relations, changes in social life, the market patéhe stocks of other companies in
the sectof?

2.2.3Company Analysis

Company analysis consists of examining to relatlmgtsveen the items in the
financial statements and their trends that showswver time for evaluate to financial
condition of the company, company’s operation sswdnd development of
financially, for determine to company’s strengthsl or make a prediction about the
company’s futur&®

The most important part of company analysis isah@ysis of numerical data
and detailed examination of the company’'s finanattement primarily to the
company’s income statement and company’s balaneet.sm this way, company’s
cash flows, which would provide on future perioddaliscount rate, which is used
for discounting the present value of cash flows, taled to be determined. On the
other hand, non-numeric information such as; comgaquality of management
team, union relations, profit distribution policiesompetitive ability, benefit from
the incentives, market share and company’s shatetgobktructure are details that

need to be analyzed.

For take a right investment decision, company'sriitial statement and
company’s footnote are needed to reflect accurabeyactual status of the company.
Otherwise, results to be obtained will cause justrg the wrong investment

decisions.

%5 N.GUNAK, op.cit., p.33.
% A. UYAR. op.cit., p.93.
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2.3. Technical Analysis

Technical analysis examines the market movememntguprice charts, in
order to predict direction of prices in futl¥eAt the heart of technical analysis lies
in analyzing past price movements. Technical amhaigsoring all other data, is only
concentrate on prices. Technical analysts drawhgrag historical price data that
about stocks or statistics that are extracted fthese data and they try to find
“samples” from these graphs. Then they use thesplsa for predicting stock prices
in future. Technical analysts also called chathstause a large part of technical

analysis generates graphical analy8is.

There are three basic theorem of technical anadygsoach:

a. Market action discounts everything
b. Prices move in trends
C. History repeats itseff’

2.3.1Market Action Discounts Everything

According to this hypothesis, demand and supply rbay affected by
informations in market that reflected in market ado reflected to price by the
market’® In other words, discount process inhold all eletnénat may affect price.
Market price, which appurtenant stock, is determhirsecording to supply and
demand of this stock. There are many factors tfiattasupply and demand in the
market. While some of these factors are a set af fagtors such as; main economic
indicators, sectoral data, financial statementdirofs, explanation of the profit

distribution or political and social factors, onetlother hand, other factors are

" A. PERSEMBE, Teknik Analiz mi Dedin? Hadi Canim Sende! 1 1% Pressjstanbul: Scala
Yayincilik,

2001, p. 12.

8 F. OZCAM, Teknik Analiz Ve istanbul Menkul Kiymetler Borsasy, 1 Press, Ankara: CPM
Pblication, 1996, p.16.

%9 3. J. MURPHY Technical Analysis Of The Financial Markets New York: New York Institute
Of Finance, 1999, p. 2.

O A. OZEKSI, Kazanma Sanat) 1% Pressjstanbul: Alfa Yayinlari, 2005, p. 5.
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psychological factors such as; expectations, ivsstsorrows, joys, thoughts,
ambitions. One of the most important idiosyncrasietechnical analysis takes into
account market psychology. Prices change not drdybasic data, also psychology

of investors.
2.3.2Prices Move in Trends

The second assumption is that prices act with greartt investors tend to
participate to trend. According to this assumptiomnces follow to specific trends in
specific periods and the important point is to fihé start and end points of these

trends’*

Technical analysts believe that after the new mettron, which may affect
market demand and supply, reach to market, newnrton is reflected to share

prices some time latéf.
2.3.3History Repeats ltself

The most important principle of technical analysisl market movement is
associated with human psychology. For example, &ions, which are shown rises
or declines psychology in market examined on pdbarts since a century, have
been identified and categorized. Formations, whiate good result, are considered
to give good results in the future period. Formagtidased on human psychology
don’t tend to change. Thus, investors will tendepeat of their behavior because of
their unchanged psychology and similar prices mem@smay be observe on charts
in due course. To put it another way this last pejon, the key to understanding
the future can be obtained from examined to historyuture is only repetition of

past’®

" A. OZEKSI, op.cit., p.5.
2G. KONURALP,op.cit., p.139.
33.J. MURPHY pp.cit., p.4-5.
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2.4.Comparison of Technical Analysis and Fundamentanalysis

In fact, these two approaches are intended to sbleesame problem as a
prediction method, in other words, these two apgrea aim to determine possible
changes in the direction of prices. However, bathapproaching the problem from
different points of view. While fundamental analgsipinions focus on the causes of

price movements, technical opinion focuses on te&tl

Major difference between two methods comes in Hesedamental analysts
explore the reasons that may affect prices forifigdhe real value of a stock.
Fundamental analysts have analyzed macro-econ@eitoral, political and many
social factors conjunction with many financial dathaich is related to company. As
it is understood from here, fundamental analysigiires knowledge that individual
investors can not easily overcome. At the same, timachieve so much information
in time and to follow constant the information’s aciye are inconvenient
occupations. On the other hand, according to teahminalysis investigation of the
information, it is not essential because technianhlysis accepts all of this
information reflecting demand and supply then titey prices. These informations
are already in price so there is no need to exanTiherefore, work of technical

analyst will be to examine price charts.

Although; fundamental and technical analysis apghiea can be used both on
the concept of which stock is selected, buying selling points of stock, in the other
words, scheduling matter requires a completelyrteeh approach. Therefore, even
if stock selection is decided with fundamental gsigl application of technical
principles will become indispensable on the soragest of the procegs.

Another difference between fundamental analysis tatinical analysis is;
that fundamental analysis has got medium and leng fperspective, and on the

other hand, technical analysis is a short-term @agh’® The logic of fundamental

4 3.J. MURPHY pp.cit., p.5.
53.J. MURPHY pp.cit., p.7.
6 C. AKMAN, Bireysel Yatinmcinin Rehberi, 1% Press]stanbuliletisim Yayinlari, 2001, p. 147.
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analysis is to take low-valued stock and retaumitl the stock finds the real value.
This often requires a long-term approach. Technéradlysis is used for gain by
taking the advantage of short-term price movementaddition, technical analysis is

an important component of a disciplined buying aeling’’

One of the other advantages of technical analgsihat; it simultaneously
monitors a large number of different markets arzhit enter in the other investment
tools. Global stock and bond markets, currencigsckssectors, individual stocks,
bonds and commodities can be traced easily. Intiaddiprinciples of technical
analysis can be applied to all of these marketsthim bargain do not much
information about basic data of these mark&®&undamental analysis is not possible
to use too much area for individual investors, tu@ number of temporal factors,

the problem of access to data in time and a mgjofiexamined data.

Common point of fundamental analysis and techracalysis is that both are
essentially subjective, in other words, resultsaoBlysis can be different from
according to investors. On the fundamental analg&sount rate can be found in
different by investors and the results can varymfrperson to person. On the
technical analysis each investor can find diffefentations, support and resistance
points in the same chart, in brief investors materpret different graphs. This
situation causes to different investment decisfonshe same stock in terms of both

technical and fundamental analysis.
2.5.Traditional Portfolio Theory

When more than securities are brought togethey, ¢heated a new financial
asset. Creating a financial asset in this way ledaortfolio.”® Security portfolios

do not have the characteristics of securities owmethem all the time. Traditional

7'S. NISON, Japanese Candlestick Charting TechniquesNew York: New York Institute of
Finance, 1991, p.9.

8J. J. MURPHY Gérsel Yatirmcl, Ali Pesembe ( cev.), SLPressjstanbul: Scala Yayincilik, 1998,
p.28.

° A. CEYLAN, T. KORKMAZ, “Borsada Uygulamali Portfdy Yonetiml', 3 Press., Bursa, Ekin,
1998, p.123.
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portfolio theory aims to distribute the risk to raothan one security. Risk
distributing in this way is called lean diversifitan and this expression can be

explained as “Refusal of all the eggs in a basket”.

A portfolio, which is consisted of a greater numioérsecurities, is better
diversified than a portfolio which is consistedaofewer number of securities, but the
relationship between the returns of securitiesrarebe considered as a traditional
portfolio theory. Portfolio risk will be reduced wh numbers of assets, which are

taken in portfolio, are more than more.
2.4. Modern Portfolio Theory

A portfolio selection method can be divided intootphasesThe first stage
starts withobservation and experience, and ends with opinetbaut the future
performance of existing securities. The secondestaggins opinions about future

performances and ends with the selection of paogt

According to Harry Markowitz, known as the pionedrmodern portfolio
management, non-systematic risk can be reducedutith decrease in expected
returns, in case of taken securities which have exaictly a positive correlation

between returns on the investment portfolio.
The basic assumptions of Modern Portfolio theoryas follows®?

a) Market is efficient

b) Investors think rational, aim to maximize and wemings of investors have
diminishing marginal utility.

c) Estimates of investors’ risk are proportional te &xpected change in return.

d) Investors take to investment decision only accaydm expected return and

risk.

8 G. KARASIN, Sermaye Piyasasi AnalizletiAnkara, CMB Publications, 1987, p.101.
81 H. MARKOWITZ, “Portfdy Secimi”, Cev. Ahmet KandemiFinans Teorisinin Temel
Makaleleri, Ed. Prof.Dr. Cengiz Erol, Ankara, CMB Publicatipri998, p. 451

8 G. KARASIN, op.cit., p.107.
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e) Investors have same time horizon on their investmen
2.5. Behavioral Finance

Behavioral financier indicates that general of peagnd investors are not
fully rational. However it is not propounded thadtrall investors are irrational
instead of this, it is said that there is a stréegdency. Investors take an action
according to rumour rather than knowledge. Accaydimthis method, investors are
followed by the financial guides, they are unaldaliversify, they actively take an
action and change to their portfolios, they incestastax obligations by sell winning
stocks and holding to the losing stocks, they mar@gsgtly to investment funds and

they followed by stock price movements and otherutar model$?

The areas, which have individual deviations frotorality, are addressed in
three parts. These are: attitudes towards risk;Bayesian expectation formation

and presentations from different frames of the sdewision problenfi?

Loss aversion and narrow framing are importantofactin determining
attitude toward risk. The degree of loss aversiepetids on prior gains or losses. In
sequence two losses create a bigger problem omrmevgile losses, which are
followed by previous earnings, are creating a $tgsss.

Mental accounting refers to how people evaluatarfoial transactions and
how people process of thinking. The degree of inssion depends on the mental
accounting. People pay attention to gains and $ossa narrow sense. They do not
pay attention to change the level of total wealfhen investor looks to total
portfolio performance instead of one single statkhe portfolio performance is

well, investor will be less regretful and sorrow.

8 3. DOM,op.cit., p.7.
8 3. DOM,op.cit., p.8.
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Individuals disobey to Bayes' Rule and the prirespbf probability while they
systematically make decision under uncertainty. h&®atthey make a decision

according to a limited number of heuristic prinegl

Finally, presentations from different frames of tbeme decision problem
affects to individuals’ choice. While investors, avHind Risk of short-term
variability of returns of stocks, are avoiding tkihg stock, they invest to stocks

when they compared to long-term returns with batdrns.
2.5.1Heuristics

Heuristic can be defined as strategies or shortthas can be applied on
problem-solving but not always provide right sabati Such errors are caused by

prejudice.
2.5.1.1.Representative Heuristic

It can be defined as investors associate the coméemod stocks with good
and profitable companies and they avoid refrairinogn investing the bad and loss
companies by ignoring to companies’ potential retdihere is not any rule for good
companies would have more profits than other conegan

2.5.1.2.Availability Heuristic

It can be described as a short-cut that based mkingt and quick to
remember and an event of probability referred tanory liveliness. One thing
comes to mind quickly, people assume that thisgthgnvery common. It is an
example that, increase in doing of earthquake arste after the earthquake which is

new even
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2.5.1.3.Adjustment and Anchoring

Individuals often decide to by taking as a refeeetcdetermined initial value
and making a correction on this. When estimateeimahded for humans, people

took the reference point and they make an adjustatsve or below this point.

2.5.1.4.0verconfidence

Individuals suggest on their own knowledge andskd be superior to other
individuals. It is observed that because of overfidence, individuals predicted their
knowledge is overload and their risk is low andytloeerrate to skills to control
events. People connect to good results relatedeio dwn but bad results related to
external factors and bad luck. It is less diveesifithat overconfidence cause to

investors’ carrying portfolio.

2.5.1.5.0ptimism

Most of the people see themselves above the aveaadethey perceive
themselves better than others. While investorsneséid the return on their portfolios
is over than the return of stock exchange, reatimatare lower than on the basis of
both the portfolio and the index. Excessive optimisan be explained people play

games of hazard which are probability of winningesy low.

2.5.1.6.Regret Aversion

Regret shows itself in the form of hurrying sellitagstocks which are moved
into profit, on the other hand, holding to stockbkiath are damaged. When an
investor, who is in need of cash, is in the posit selling one of the two stocks in
his portfolio, he proud of selling to stock which iisen in value, by contrast, he

avoids regret by preferring to wait to stock whisHallen in value.

According to Festinger, “when you make a choicen&ans that you loss
objectivity any more”. “I have waited thus much,dd not give up any more”

approach, which could be defined as increasing rigrece trap, causes to miss the
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opportunity to recover from loss at the start afslowarren Buffet said that “If you
want to get out of an excavation, the best thintha you can give up digging” and

indicates the importance of stop-loss strat€gy.
2.5.2Investor Sentiment

In some cases investors show overreaction by buyingvinning stock
whereas by selling to losing stocks. Sometimes #t@yv to under reaction. In such
a case prices should have been rapidly moving away real value. Rational
investors draw to prices, which should be realllelve taking place in the opposite
side of the processes.Under reaction result frorastors who do not improvement

and correction of their estimat&s.
2.5.3.Herding

Herding can be defined as investors taking actioth@a same time, at the
same stock or the market and at the same dire@iignor sell). If an investor makes
a decision or change own mind by looking at theepthvestors’ decision, it means
that the investor is attending the flock. Herdisgdivided into two categories as

rational and irrational herding.

Individuals observe behavior of the other individuaho are previous of him
and individuals act with gained knowledge. Subsatjualividuals create a herding
by following or imitating to behaviors of anteriordividuals. Irrational herding can
be explained by social pressure and fashion. Iddal, who is learned to other
individuals’ investment decision, will inevitablynfl himself in a consensus. This

consensus how quickly makes and performs the decikerd effect is so actifé.

8 A. OZEN, “Yirrekten Balilik: Nereye Kadar?"PiVOLKA , Year:3, No:14, Year:2004, p:15- 17.
(On-line documentatioMttp://www.elyadal.org/pivolka/14/baglilik.htn10/10/2010

% F.M. WERNER, D. BONDT, R. THALER, “Does The Stodarket Overreact?'The Journal Of
Finance Vol. 40, 3, July 1985, p. 793-805.

8735.DOM, op.cit., p.142.
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William J Bernstein recommends a summary of thes&lefjnes about

financial behavior in his “The Four Pillars of Irsting” book:®®

. Stay away from held which are kicked up a row.dfiydo not stop, you chew
and dirty. The traditional reasoning is often inmeat.

. Avoid believing too much on yourself. Most likelypu are buying and
selling with people who are more informed, fasted aetter equipped than you. Do
not think you can win this game by taking advantafgeuying and selling rule and a
few simple stock selection strategies or by readisgpck market newsletter.

. Do not be affected too much by the last five oreteary performance of an
asset. Asset, which is lost within the last dec&lmore likely to win in the next ten
years.

. Try not to worry too much in the face of short-telmsses. Instead of focus
on long- term gain by making diversity as much essjble.

. Market tends to do over-assessment to growth shénes leads to low
returns. Stocks of good companies do not necegs$agiher returns.

. Do not focus on your portfolio components, but ®an your portfolio as a

whole. Calculate the overall return on the portf@very year.

8 \W. BERNSTEIN,Yatirimin Dért Temel Tasi — Kazandiran Bir Portféy icin Dersler: Tarih,
Psikoloji, Teori ve Pratik, istanbul, Scala Yayincilik, January 2005, p. 262.
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PART Il

TECHNICAL ANALYSIS

3.1. The Concept of Technical Analysis

An effort to predict the future direction of theosk price and thus,
appropriate time for a stock buying and selling hasn one of the most persistent
efforts of individual. Today, especially in devedapcountries people can be found
who are tried to guess the stock prices by faidmplex econometric models which
are taken into account the many economic and seeiahbles. Apart from that,
people can be found who are tried to guess thd giioces by evaluating land points

in the sun or looking at the movements of m&bn.

Technical analysis is a method that is usually wsed graphing recording to
buy and sell price, which are previously taken elacthe market, of future contract,
index, commodity, currency or any stock, and pesdihe possible future trend
these data which are belong to past. Technicalysisais a science that is usually
used in the form of graphics to make a record afeptrading volume and so on
information of a particular stock or the index addntifying possible future trends

from this information which is made formal in pa%t.

Technical analysts, unlike the fundamental analysysto guess stock price
rather than the value of stock. For this reasoa,téichnical analysts know the price

of each stock but they do not know any stock vatue.

There are some basic assumptions underlying theitsd analysis. These

assumptions are as follows:

89 F. OZCAM,op.cit., p.5.

OF. OZCAM,op.cit., p.15.
LF. OZCAM,op.cit., p.17.
2F. OZCAM,op.cit., p.17.
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* Market value is only determined by the mutual iat&ion of supply and
demand.

* Supply and demand are affected by a lot of botiomat and irrational
factors.

e Stock prices tend to move in trends without thea# of small fluctuations in
the market on the sufficient lengths of time.

» Shifts in supply and demand lead to changes irdgen

*  Whatever the reason is, supply and demand shiftsbea determined on
charts.

* Some graphic examples tend to repeat and thesategpexamples can be

used to predict the price movements.

Community psychology should be examined due tostors, who invested
in stock; and are within the financial communityor@munity behavior can be

estimated while individual behavior can not preeficeasily’®

An investment decision is being achieved by varianalyses. But, then the
price movements control the investment decisiortsranstly non-rational investors
correspond to price movements. Investor is in #m@se of happiness, if the price
goes in favor their own but if the price goes ia tpposite direction, investor is in a

sense of dissatisfaction (fear, anger, depresaioriety etc.J*
3.2. The Advantages and Disadvantages of Technical Anais

Using the technical analysis method provides a raund§ advantages or
disadvantages as compared to the other stock i@luatethods. Here are some of

the advantages of technical analysis mettiod:

% E.OZCAM,op.cit., p.17.

% F.OZCAM,op.cit., p.18.

*A.ERDINGC,1997,Portféy Yonetiminde Karar Alma Araci Olarak Teknik Analizin Kullanimi,
Postgraduate Thesis, Istanbul University Institft8ocial Science, p. 27.
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» Technical analysis provides advantage to investaerms of time because
technical analysis uses data such as price anthgraclume rather than
complex financial information on a firm or a brarahindustry.

* Due to the rules of technical analysis a lot ofeistynent tools such as stocks,
bonds, mutual funds and options can be implemertexhnical analysis
offers diversity to its investors.

» Timing factor becomes important for valorized stackl technical analysis is

used to determine this timing factor.
Here are some of the disadvantages of the techamadysis method:

» Past price formations or variables in the creatibmovements can not repeat
themselves.

* A price formation or work efficiently of technicahalysis method put out of
commission with the application of the theory amind same things by the

everyone in the market.

3.3. Dow Theory
3.3.1. History of the Dow Theory

Dow Theory, which is recovered by compiled to CharDow’s articles that
was published between 1900 and 1902 in The Waeéstitournal Newspaper, is the
oldest technical analysis method and it is the nobstone to research publication

about the technical analysis.

The aim of the theory is to correlate the stockketdirection (trend) with
the general course of business, try to predicgtreeral direction of the stock market
by ignoring short-term price movements, and thake ta place to the right side of
the determined trend at the right time.

According to Dow Theory, the majority of the stoakatch to trend which is
based on the market. To define stock market topltarles Dow described two

indexes in 1897. Industrial Average which was cstesi of 12 industrial companies’
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stocks and the other index is Railway Average whies consisted of 12 railway
companies’ stocks. The name of Railway Averagelbmachanges as Transportation

Average after the transportation sector was inauded and air transpoft.

The underlying cause of the creation of DJIA (Dawes Industrial Average)
and DJTA (Dow Jones Transportation Average) indexé¢isat these two sectors are
independent of each other but at the same timedheyelated to each other because
of their area of activities. Companies which amcpd in manufacturing sector, must
take the advantage of transport sector due to efetiveir products to the market;
therefore, positive developments that may occuth@ manufacturing sector will
positively affect the transport sector. If the seghows the better performance at

another sector, it will be seen to move away froends of indexe¥’

Charles Dow’s other studies with this principle eleped and edited by
William Peter Hamilton and Dow Theory is creatadtfin the early 1900s. After the
William Peter Hamilton, Robert Rhea published a mawre integral and a regular

source which is called “Dow Theory” in 1982.
3.3.2Basic Principles of the Dow Theory

The basic principles of the Dow Theory are colldctiender six main

headings. These are as follows:
3.3.2.1.Averages Discount Everything

Average, which is mentioned in here, is an indeat th taken the general of
market soundings. Index is the average market @mckit is reflected as a price to
the charts. Past, what are happening now and tspects for the future, in short, all
available information is reflected in the pricescP represents the sum of all market

% A.PERSEMBE, op.cit., p.36.
" A.PERSEMBE, op.cit., p.36.
%A PERSEMBE, op.cit., p.36.

41



participants' hopes, fears, ambitions and expectsti Therefore, the price can be
determined by understanding the strat&gy.

3.3.2.1. There are Three Basic Trends in the Market

Dow’s this principle there is an upward trend, &#ck high-value and low
value occurs higher than the previous high valug law value. In other words;
upward trend should be appearance to raising ail$ bottoms. On the contrary,
downward trend is observed falling hills and botsorim other words, length of ride
up is shorter than length of come down and maiw flodownstream®®

Dow has made three separate trend definition:

* Main (Major) Trend: The main (primary) trend perisdyenerally longer than
a year. This trend, which is also called as upwautlish market and
downward bear market, is a long term rising andinalmovements that
significant increases and decreases occurreddesri

» Secondary (Intermediate) Trend: The secondary ssemthich grow at the
opposite direction to main trend, usually contirmne or few months. These
are defined as the reactions of main trends.

* Small (Near-Term) Trend: These trends which vemglyacan be reached
after a very few weeks, are described as meansglase movements by
Dow. This is open to manipulation because of thertshluration and

naturally, their results may be decepti¥e.

% A.PERSEMBE, op.cit., p.37.
107 KORKMAZ, A. CEYLAN, op.cit., p.307.
101 A OZEKSI, op.cit., p.13-14.
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Figure | Trend Types According to Duration

Source: F. APAYDIN, 2009, Teknik Analizde Optimizasyon Uygulamasi ve Bu Uygw@manin
IMKB Uzerinde Test Edilmesi, Postgraduate Thesis, Marmara University InstitufeSocial

Science, p. 17.

At the chart above, bullish market can be seenlgléatween 2003 and 2007
on the ISE-100 Index. Long line which is signifieith A, took nearly four years.
The other lines which are signified B, C, D andetivranging from two and four
months, are shown the secondary trends that fooppdsite direction to main trend.
There are a lot of trends, which are small andgulan both the main trend and the

secondary trends, are represented to daily fluictost®

3.3.2.2. Main Trends Consist of Three Stage

According to Dow Theory, both bullish market andbmarket occur in three
stages. A bullish market phases are as follows:

The first stage is a recovery stage. Recovery stalgieh is the first phase of

bullish market, is unlikely to distinguish the latage of bear market. Bad financial

102 APAYDIN, op.cit., p.17.
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statements, which are generated on distressed tmaokditions, are prevented the
participation of broad masses and stocks are dégdiardly. However the limited
number of conscious investors, which are descrasetsmart money”, begins to take

this stage due to their long-term positive expémtat:®®

The second stage is the attendance stage. AttHye;sprices start to climb
up, economic conditions and expectations startniprove and company profits
begins to rise. Large mass, which is not founde@ssure coming purchase from
recovery stage, participate to the market dueitortpid rise. Also known as a trend
follower enters the market areas at this stdge.

The third stage is exaggeration and distributicegest At this last stage
everything is cakes and ale. Promising economispg&cis and high company profits
are thought to target a much more upward trendtlae@ is a long way. Increase in
prices are directed to everyone to the market aeg &re realized a high level of
trading volume. At this stage, the same as in itls¢ $tage, prices are moving away

from their add value. At this point the smart mos&yts to realize profitS>
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193 A, PERSEMBE, op.cit., p.47.
104 A, PERSEMBE, op.cit., p.47.
195 A, PERSEMBE, op.cit., p.47.
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Source: F.APAYDIN, op.cit., p.20

At the chart above, three stages of a rising tisnabserved easily between
1998 and 2000 in the ISE. The region, which isestats 1, shows the recovery phase
of a bull market; the region which is stated asltyws the participation stage and the
region which is stated as 3, shows to exaggeramahdistribution stage that is the
final phase of bull markef®

3.3.2.3. Averages Must Approve to Each Other

Dow says that averages must be approved to eaeh athterms of Dow, the
main importance of this, this is used to crosscheokther rising or falling trends are

finish or not on the trend changing poifts.
3.3.2.4. Trading Volume Approve to Trend

Dow regards trading volume as a secondary but gortant factor; in terms
of approve the price signals. Simply put, tradingume should increase in the
direction of the main trend. Trading volume incesasvith the rising prices and it
decreases with the falling prices on the main ugwaend. On the other hand,
trading volume should increase with price decliaed it should decrease with price
rising on the main downward trend. Technical artalggmpare the trading volume

with the price movements too see, whether theyayepor not each othéf®

Final signals about the existing trends in the ratdte produced by analysis
of price movements on the Dow Theory. Trading vauras a secondary proof,

helps to explain suspicious circumstant®s.

Dow indicates that high trading volumes can potttie possible returns
from the trend. Days with the high trading volum#jch is consisted after the price

1% F APAYDIN, op.cit., p.20

107 A OZEKSI, op.cit., p.19.

108 3 . MURPHY,1999%p.cit., p.27.

199 R .D.EDWARDS, J.MAGEETechnical Analysis Of Stock Trends Eight Edition, Florida: CRC
Press LLC, 2001, s. 21.
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falling or price rising that are continued for ail®hmay be precursor the come to an
end of continued trend or it may be precursor déast one corrective actiof’

3.3.2.5. The Current Trend is Valid until the Turn Signal

According to last assumption of Dow Theory, to sag of the current trend,
it must ensure that the turn signal is receivednTgignal is related to definition of
averages and trends which are previously describedexample it is expected that
bull market makes a new high hills or bottomsh# bull market doesn’t make a new
hill or consisted bottom occurs under the previobogoms, we can say that there is a
turn signal. For the confirmation to turn signalkese situations should be continued.
Otherwise, the validity of trend will be continuégcause turn signal is couldn’t
confirmed***

The same situation is valid for bear market. Thpeetation is that, market
makes to the new lowest or hills are consisted nb@lew. If the bottom or hill
occurs to more above, this is a turn signal. Fer ¢bnfirmation of signal, other

averages similarly should be making more aboveanill bottom.
3.3.2.6. Criticisms to Dow Theory

Many criticisms were made in time for the Dow TheoFhe concentrated
point of these criticisms is that Dow Theory isagivtoo late signals that are showed
the start or end of main trend. Even if this crétig is partly justified, at the same
time this is strident criticism. Due to late redenb the signals, with a rate of twenty
or forty percent of a trend is overlooked. Howe&ow Theory is not a claim that to
catch the trends on the bottom and top pointsdttitian, there is not any analysis

technique which is given more positive resultst@doncept of capturing the trends.

The second point of criticism about the Dow Theisrthat, theory is not help

to short and medium term investors. This is a @breaticism because; theory either

10 A, PERSEMBE, op.cit., p.49.
1A, PERSEMBE, op.cit., p.50.
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gives a very little signal or does not any signiabwt the medium-term trend&
There are two main reasons for this. First, the omitrends (and sometimes
secondary trends) can be easily manipulated, farrésason theory is not interested
in short-term price movements. The second is thmxpnity of gain is limited for

minor and secondary trends.

The third criticism for the Dow Theory is that, tmg doesn’t make it clear
for the concept of which stock should be taken. @me of the theory already is
determined by the general trend of the markets lindicated that stocks will be
requested to follow the general trend. In additbow Theory is not a study which
focused on the selection of stocks. To use of diffeanalysis techniques would be

more useful for investors on the selection of ssock
3.4. Charts

Technical analysis is an analysis method whichieltto predict the future
direction of prices by analyzing past price movetsemherefore, the main material
of the technical analysis is the past price movamerhe most convenient way to
make this material is the creation of a chart whsckhown the price data on a plane.
Price movements of stocks within a day, formatitmst have created these price
movements, directions of movement, the numbersaf trading can be examined
only by favor of these charts. For the creatiothese charts, closing price, opening

price, maximum and minimum price, and weighted agerprice data is need&d.

Graphics are shown on a two-dimensional plane. &\the traded stock price
is on the vertical axis, the time slicing is on tiwizontal axis. If needed, data about

trading volume is expressed by vertical lines Ugwlthe bottom of the chart.

12 GZCAM, op.cit., p.36.
113 CAGIRMAN, Finans Piyasalarinda BermudaSeytan Uggenj 1% Edition , Ankara: Siyasal
Kitabevi, 1999, p.15.
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3.4.1.Types of Scale in Charts

While horizontal axis, which shows time slicingywalys expressed at equal
intervals; the vertical axis, which shows price,dsnotable as the arithmetic and
logarithmic. The main difference between them feran of computation price range
on the price axi&™

3.4.1.1. Arithmetic Scale

On the arithmetic scale, the distance between eattiprice that is placed in
the vertical section of the chart, is shown as quak In this case, the distance
between 200 and 300 with the distance between BABAO will be equal to each
other.

Technical analysis often uses in arithmetic chabisadvantage of this
situation is chart analysis at long term and egbgcwithin a short period of time,
analysis of stock charts, which are showed in estgesncrease, makes difficult to

see the details of the lower time slicing.
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Figure 1l Arithmetic Scale

Source:F.APAYDIN, op.cit., p.25.

14 A OZEKSI, op.cit., p.38.
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3.4.1.2. Logarithmic Scale

The distance between each unit of price that isgalan the vertical section,
is not equal on the logarithmic scale. Distances identified according to the
percentage changes between prices. For exampl@, thilaestock price is raised from
100 to 200, there is 100% increase, as similaf ttwei stock price is raised from 200
to 300, there is 50% increase. It means that, iftferehce between is not shown as
absolute value but it is shown as percentagedittisrreason, differences between
100 and 200 will be two times the differences betw200 and 300. As a result of
this, logarithmic scale makes possible to a moraildel examination due to

demonstrate to lower price segments a wider range.

In general, intended uses of logarithmic chartsagriollows:

. Measure the pace of market
. See more detall to historical data
. Make a too long-term analysi&’
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Figure IV Logarithmic Scale

Source: F.APAYDIN, op.cit., p.26.

115 A PERSEMBE, op.cit., p.68.
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3.4.1.2. The Chart Types

In technical analysis; different types of chartsickihare reflected on prices,
are used. This difference is arisen from infornmatamntent that charts are often
provided by users. Most commonly charts that asglus technical analysis are as

follows:

. Line Chart

. Bar (Bar) Chart

. Candlestick Chart

. Point and Figure Chatt®

3.4.1.3. Line Chart

Line charts, as the name implies, are created @Eswdt of line joining of
closing prices which are worked on hourly, dailygekly or monthly period. Line
charts have limited use because of they didn’t givg other information without the
closing price of stock. Even though long term asialydon’'t needed to known of
daily fluctuations, for short term analysis pritéctuations have importance within a

day. For these reasons, line charts are not peefenuch*’

116 A PERSEMBE, op.cit., p.58.
17| | STEVENS Essential Technical AnalysisNew York: John Wiley & Sons, 2002, p. 61.
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Figure V Line Chart

Source: F.APAYDIN, op.cit., p.28.

3.4.1.4. Bar Chart

Bar charts which are one of the standard toolsecohrical analysis, are

perhaps the most widely used chart form. Bar charicept is actually

simple. Horizontal axis represents time and vdrtebds represents price

level. A single bar in bar chart shows the higheesd lowest level range of

prices within the time period. Small horizontaldimhich is the left side of

the bar, determines the opening price. Other hotadine on the right side

determines to closing price®

185 L. PERSONTechnical Trading Tactics,First Edition, New Jersey: John Wiley & Sons, 2004,

p.35.
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g the highest price for the day

£ closing price

£ opening price

= the lowest price for the day

Capyright 2003 - Imeestopedia.com

Figure VI A Bar Chart View

Source: http://www.investopedia.com/terms/b/barchart.€&2.10.10)

Bar charts provide much more information aboutdtoek analyst. They are
more preferable because it is convenient to dotg4bon analysis. On the bar charts,
if the closing price closes the vicinity of lowestgion within a day, it represents
technical weakness and excess of sales pressuithe@ontrary, if the closing price
closes vicinity of the highest region within a d#ysepresents stocks are technically

stronger and buyers are willingly to take stotKs.

Technical analysts try to understand whether vagrtsterm trends continue
or nor by examining several successive bar chiathel highest bar with the lowest
bar is higher than previous the highest bar andailvest bar, this situation is made a
comment in the form of that trend will continue h&twise, it is perceived as a signal

that trend is return.

119y SARI, Borsada Grafiklerle Teknik Analiz, 3¢ Edition, istanbul: Alfa, 1998, p. 15.
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Figure VII Bar Chart

Source: F.APAYDIN, op.cit., p.29.

3.4.1.5. Candlestick Chart

A bar chart and a candlestick chart are createdsiryg the same price data.
Even though daily bar chart and candlestick chsetthe same data, it is not difficult
the see that they are drawn in a different wayhigkt part of the candle is called
“body”. Body refers to interval between opening ahalsing price of a day. When
the body is black, closing price is lower than dpgrprice. If the body is white, it
means that the closing price higher than the ogepiice. Thin lines at the bottom
and upper of the body are “shadows”. These shadeiegs to tip prices of the day.
The top of body is called as “upper shadow” andennaf the body is called as
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“lower shadow”. Therefore, the highest of the daythe upper shadow, and the
lowest shadow is the lower shadd®.

Candlestick charts, as described above, consiathlmidy and a bar through
the center of the body. To be drawn the candlestiekt, four price data are required
which is mentioned above. In the absence of thaniogeprice, closing price of a

previous day is used.

Candlestick Formation
Upper shadow = | + High
+= Close
Real Body =+
4= Open
Lower shadow = |
4= | onwr
Upper shadow = #+ High
+= Open
Real Body =»
1—
Lowvwrer shadows = Close
4= Lows
o) StockCharts, com

Figure VIlII Candlestick Formation

Sourcehttp://stockcharts.com/school/doku.php?id=chartosethhart_analysis:introduction to candl
esticks (23.10.10)

If candlestick chart is compared with bar chartah be seen that there aren’t

any differences between them. Candlestick charaexgprice data more sharp and

clearly?*

1205 NISON, op.cit., p.21-23.
121G, L. MORRS, Candlestick Charting Explained, U.S.A: McGraw-Hill, 2001, p. 7.
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Interpretation of candlestick charts is the sam#@hasnterpretation of the bar

charts. If the closing price is close to the highegel of the day, it signs to pressure

of buyers. If the closing price is close to lowkestel of the day, it signs to pressure

of sellers.
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Figure IX Candlestick Chart

Source: F.APAYDIN, op.cit., p.31.

The other chart form of the candlestick chart iarf@levolume” charts. This

chart type are provided to trading volume togethigh opening price, closing price,

the lowest and highest price of the day. Transactmume information is related to

width of the candle body. As candle body is largertrading volume is larger.

Narrow body refers to low trading volum@.

Interpretation of candlevolume charts is similarcndlestick charts. But

there are some differences due to candlevolumeschae used to trading volume.

122y ERDING, Yatirmci Ve Teknik Analiz Sorgulaniyor, istanbul: Siyasal Kitabevi, 2004, p.

206-208.
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Narrow and long candlesticks show the movementrickep will continue the same

direction. Thick and small candlesticks indica@ntt will be changé®
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Figure X Candlevolume Chart

Source: F.APAYDIN, op.cit., p.32.

3.4.1.6. Point and Figure Chart

Point and figure chart is a type of chart thatgedias the least and the most
difficult to drawing. This chart is different frorthe other type of charts. Price
changing according to time is a matter of othermtshhut, this chart does not take

into account the tim&?*

This graph is created with the drawing to pricengson the vertical axis with
X signifying at the upstream, and this graph isated drawing to price falling again
on the vertical axis with the O signifying at theahstream. The disadvantage of this

chart is, it doesn’t show trading volume. As lorgg frice risings or price falling are

123y ERDING, op.cit., p. 208.
124y ERDING, op.cit., p.185.
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continued additional drawing is done on the samenen. When the rising price is
begun to fall, by passing side column, O sign acetl in the manner that a lower
level of the last put the X mark. If the fallingiqe is started to rise, by passing side

column, X sign is put in the manner of an uppeel®f the last put the O signify’

Analyst will put the X when an increase in the pri@ange is up to its own
specification, if otherwise, he will put the O sigim the absence of change to

determine price range, it does not intervene totcha

[6  [J[11 [22 [al1s [5os 1o Jopo [6 [22 W Jo Jo@ Jmia [2z [26 [28 1oz

D] GA [3.62000, 355000, 2 54000, 3.56000, +0.34000] G

4.0 L 40
] 3

2.5 % % — 35
:g §

el _ — 3.0

2.5 — %@% _ -
: = = I

2.0 % ~ 20

15- - 15

Figure XI Point and Figure Chart

Source: F.APAYDIN, op.cit., p.33.

125 H.CAGIRMAN, op.cit., p.43.
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PART IV

BASIC CONCEPTS OF TREND

4.1. General Description

According to Dow Theory that is departure pointexdhnical analysis, prices
move in trends. So, trends are one of the basiciples of the technical analysis and
one of the most put emphasized subjects by tednaiedysts:*° It is possible to say
that, the main purpose of all effort of technicablysis and the methods used by
technical analysts to find to these trends andré&alipt how much they will take.
According to technical analysts, stocks do not mgwmely-paced, in contrast, they
proceed by showing a particular organization. Iheotwords, stocks and indices

move in the form of obvious trend<.
4.2. Trend Classifications and Varieties

In the simplest sense, trend represents to directib market is gone.
Admittedly, any market or any stock price does proiceed in the form of a straight
line**® More general sense, trend is direction of priceing with the small

differences until the supply and demand equilibrhange with any reason.

Trends are classified in three ways in term ofdiom. These are uptrend,
downtrend and sideways trend. Trends are alsoifotass terms of time. These are

major, intermediate and near-term treffds.
4.2.1. Uptrend

Uptrend is a direction of movement that demand asenthan the supply, in

other words the buyers are dominant in the marked, prices are in tendency to

126 \1. J. PRING Technical Analysis Explained 4" Edition, New York: McGraw-Hill, 2002, p.9.
127 e GZCAM, op.cit., p.89.

128 3 J.MURPHY, Gorsel Yatirimonp.cit., p.89.

129C. AKMAN, op.cit., p.187.
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upward progression. Uptrend is called as “bull retitkMarket indices and stocks
tend to rise continuously on the uptrend. Each peak point, which is consisted of
prices, is higher than the previous peak pointh&tsame time, each bottom level is
higher than the previous bottom level. For drawarg uptrend line, at least two
bottom points are needed. Uptrend will be deterchibg combining two or more
bottom points. When drawing to uptrend, as bottewel is more so drawing trend is
more strong and reliabf€® Graphic example of an uptrend is below.
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130y, SARI, op.cit. p.40.
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4.2.2. Downtrend

Downtrend is opposite to uptrend. On the downtresaupply is more than

demand, in other words sellers are dominant atiéwket, and prices are in tendency

of constant downward. Downtrend is called as “bmarket”. On the downtrend;

each new bottom levels are consisted of under tbeiqus bottom level and each

new peak point is more below than the previous peakt. To draw downtrend line

at least two peak points are needed. Downtrene@tsrichined by combining of two

or more peak points. When drawing to downtrendypesek point is more so drawing

trend is more strong and reliabfé.Graphic example of a downtrend is below.
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131y ERDING, op.cit., p.351.
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4.2.3. Sideways Trend

Sideways trend is not a question in terms of teminanalysis. In other
words, horizontal price movement is not regarded agnd and the trend does not
make a straight line in market¥. Viewing of prices on the horizontal price
movement occurs in the form of a horizontal lineic€ on the horizontal price
movements fluctuate at a certain price range. Thesgls or price movements do
not continue for a long time for that reason theseds are not subject of analysis in
terms of technical analysis. This stage is evatuate technical analysis as a power
collection stage to make prices move up or dowhoAzontal price movement also
shows market as uncertain. Such as this price menesupply and demand are
balanced in general. Periods that are to be okzbotal movements, are named as a

congestion period on the market. The following tiearelated to sideways trend.
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132 3. MURPHY, Gérsel Yatirnmcaop.cit., p.33.
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4.2.4Trend Classifications in Terms of Time

Trends are classified in three ways in terms oktiifhese are, as mentioned
in the previous parts, major, intermediate and +tean trends. Major (long-term)
trend is a price’s downward or upward movement witontinues from six months
to several years. Major trends are called as nraimds. On the major trends, the
trend duration varies according to countries angks. The second most important
trend is intermediate (medium-term) trend. Thesad&iof trends start at second
week and continue to sixth week. Intermediate tren@lso called as secondary
trend. Intermediate trend moves to oppositely tgomaends and this trend occurs to
correcting the major trends. The third trend idethlas near-term (short-term) or
minor trend. These type of trends take a very stioe. These trends are daily or
weekly price movements. They are phase of corneadioconsolidation of prices.
This type of price fluctuation could be called a&@ narrowing that is consisted of

long or medium-term trendg®
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Source: MURPHY, John J. Technical Analysis Of The Finandfarkets,op.cit., p.54.

133y SARI, op.cit., p.38-40.
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The above chart represents major, intermediatesaod- term trends. The
major trend is during 1997. A short-term trend igridg to March and an

intermediate trend lasts from August to Novembér.
4.3. Trend Lines

Trend lines are used for identify to course of dref a stock or a market and
to understand the time of trend changing. On tleadranalysis, although it is
possible to draw a sideways trend line, uptrend &nd downtrend line are widely

used™>

The most interesting characteristics of the tremelsl are these; they drawn in
the form of a straight line such as drawn with ruléhis tendency is observed clearer
on the most of short and medium-term trend. Theesaay, a long-term trend line

can be developed in the form of a straight fitfe.

Trend lines reveal the direction of trends moreacl@rend lines are drawn
with a straight line which is passed to bottom eak points of price movements. To
draw a trend line at least two bottom or peak it needed. On the upward
market trend lines pass the bottom level of pricevements and on the downward
trend lines pass the peak points of the price mewvesn Uptrend is consisted to
combination of at least two bottom points. Uptrdine is raised from left to right.
Prices are located on this line. Downtrend lineassisted to combining of at least
two peak points. Downtrend line is fallen from ledtright. Prices are located under
this line. In addition, to drawn a trend line itosiid be at least two week time

differences between two poirtts.

There are some tests to assess whether the tmasl dre efficient or not.

These tests, also known as efficiency tests, aeritbed below.

134 MURPHY, John J. Technical Analysis Of The Finandidrkets,op.cit., p.54.
135 MURPHY, John J. Gérsel Analipp.cit., p.42-45.

136 £ OZCAM, op.cit., p.90.

137y SARI, op.cit., p.40.

63



The Number of Upper or Lower Levels: If the numbefsupper or lower

levels, which are developed on or very near oftteed line, to be more, it
means the further increase the importance of theed In other words, to be
tested five times to trend is more important andmnegful than to be tested
three times to trend. At trend line as more testedit's reliable and

importance is increasing®

Length of Trend Line: To be long of trend line, ather words, to be
continuing long-term without breaking, increasitng ttechnical importance
of trend line. Trend lines, which is consisted wbtpeak or bottom points
that close to each other in terms of time, mayrbeneous. If the trend line as
take a long time, so its validity increases more.

Trend Line Angle: To be low angle of trend line, ather words; to be

developing in the form of more horizontal of trdimte, a criterion to validity

of a trend line is required. More straight, closéorizontal line trend is more
effective as a technique. The importance of breakit kind of trend lines is
more important in terms of technical analysis. \Whbreaking of the

rectangular trend lines are easier; it can takgdoro break the trend lines

which are horizontally developéd

It is mentioned that, for drawing a trend lineesdt with two peaks or bottom

line are needed. But in some cases, there mayittkahd fourth bottom or peak
points. In this case, it is required to correchtrdines. The correction is done by
breaking to trend line. If prices violate to trelitk, create to third peak or bottom
points and after, they return to their past trendd; trend line should be correct with
the point that drawn from second point to thirdrpoif the original trend line is

previously tested to several time and prices angmed to this point; it should be
looked with suspicion to new formed bottom and ppaint. Because of this, trend

can be broken.

138y ERDING, op.cit., p.355.
139 . OZCAM, op.cit., p.92.
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4.4. Trendline Breakout

Trendline breakout (violation) represents a stock onarket deviating from
its direction, in other words it represents chaggaf trend. Short-term trend lines
broken show to small trend changes, while long-témend lines broken show to
movements of prices in the future will be longeerms that are being violent price
movement, prices can violate to in the short-teend line. Then prices stand on by
they are returned on trend again. In such casessdome that trend line is broken
may result in incorrect investment decist6h.Below there is a chart that is an

example of breakdown to downward trend in the dioacof upward
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Figure XVI Trendline Breakout

Source: http://spesifikblog.net/category/finans/teknik-ana{26.10.10)

For trendline breakout to be valid, technical asymplement a number of

filters (criteria). These are described below:

140y SARI, op.cit., p.46.
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The first of these, breakout measure of price fieadIn other words, how
much prices become distant of trend line. Heregéreerally accepted rule is
that prices are separated from the trend line by B8tvever, some analysts
take this rate as 5%. The measure of trendlinekbrgaate could take place
in a day and also it could be take place 2-3 daysndline violations of
prices are based on closing price.

The other filter is trading volume movements. Ageaeral rule, if a trendline
is broken to downward, it is not needed to be hrging volume, but if a
trendline is broken to upward, it should be raisedling volume. In other
words, while prices are rising, trading volume dtowise with the prices.
But in some conditions; on the downward breakcendfine, trading volume
can rise.

Another filter is related with time filter. One ttie best filters that are used
very often is “2 days” rule. This rule can be apglias three days by some
analysts. If prices, as from their closing pricee above or below the
trendline with a period of two days (three days)s iassumed that trend line
is broken. However the use of the filter can be amgérous approach.
Because, price reduction in form of violence may atbow to position
closing on the desired levels. This situation carig damage to investots.
The last criteria or filter is that, after the tddine breakout when prices return
to trend line without they are not further in pregs and a noticeable increase
in the amount of trading volume, this movementcasepted as an approval of
trend line. In this case, the smallest buying dlinge pressure carries on

forward to prices?

Sometimes prices can turn into broken trend. Sitdlat®ns are called bull and

bear traps on technical analysis. If prices brakart upward trend, then they again
rise above the trend and they continue in the tlme®f upward trend, this situation
is called to “bear trap”. On the contrary, if psdereak upstream to downward trend

1“1 A. AYBARS, IMKB Uygulamali Modern Teknik Analiz , 1% Edit, Istanbul:Diinya Yayincilik,
1997, p.25-29.
142 OZCAM, op.cit., p.93.
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and they enter again into the trend and they coatin the direction of downward

trend, in this case it is called as “bull trap”. deneral; trading volume does not
increase and by contrast trading volume thorougklyuce, although prices are
broken to trend on the bull and bear trap. In scabes; trend breakouts can be

detected by looking trading volume and othersrgl{é®
4.5. Support and Resistance Points

For an investor who is invested in stock marketadechnical analyst, the
most important information is how far prices wie or fall. At an upward market;
at which points to stocks are sold, if the stock hat been taken yet whether or not a
margin to still making money, on the other handaatownward market; at which
points to wait for make a purchase or if therdilsa stock that has not been sold yet
to sell to this stock has whether opportunity or tooanswers of these questions are

focused on the same topic. This issue is suppdrt@sistance points.

Support and resistance expressions are frequesdlg in technical analysis.
Support point for technical analyst is defined agions that prices could start to
increase again and could stop to decline in peees if it is temporary by attracting
to enough recipients to bring in the stock marketsistance points can be defined as
rising price that came up to a certain level areythre rising any more and meet to
supply on this level. Shortly, support and resistéapoints can be define as regions

which are before balanced of demand and supplyttaen replaced of demand and
144

supply:

It is expected that prices play around on the stipguad resistance area and
after a while it is expected to prices are movedddovnward and upward. But
sometimes, a support or a resistance zone canenatelakout for a long time. In the
situation of the examination of this support anslstance zones twice; possibility of

breakout to these zones are increase on third menver®n the downward price

143y ERDING, op.cit., p.355-356.
144 A. MERGEN, Grafiklerle Borsa Uygulamali Teknik Analiz, 3¢ Edition, Istanbul:Beta
Yayinlar1,1998, p.28.
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movement; if decline force is greater than the poefesupport, in other words if

supply is more than the demand, support regiomcamold the prices and prices in
that area will continue to decline steadily. On thmvard; if demand is more than
supply, resistance region can not do its duty argkp are proceed on its way in this

region’*

The following example charts are given to deternahsupport and resistance levels.
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195y SARI, op.cit., p.84.
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Strength of support and resistance regions is itaporA number of criteria
are used to estimate the power of these regions. fdlowing descriptions are

related to the criteria for resistance. Similarodiggions are also valid for suppdff

* Trading Volume: The first criterion for predictinthe strength of the
resistance level is trading volume. On the resgggoint, as trading volume
which is actualized previously, is higher so thsisence point will be too
strong. However it should be noted that, the rasis point is relative.

« Degree of Price Movement. The second criterion gagdicting resistance
point is that; the degree of decrease of prices affprevious support level is
broken. As the more price decreases so former suppant that is
transformed to resistance point, will be strongusio

» Time: The last criteria is the length of time ekeghsince the formation of the

resistance level. As this time is longer, the tasise level will be stronger.

146 £.OZCAM, op.cit., p.86-87.
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Using closing prices for the determination of suppnd resistance points is
clearly more useful for the detection of these aagi Support and resistance points
are more easily detected and more reliable on teekly prepared charts. In
addition, using bar charts to determine resistamcesupport point on the short-term
analysis can be more useful because they showethitghest an the lowest of the
day.

Resistance and support regions are shown withgbtréine on charts. Support
and resistance regions that are consisted of prslioare moved forward with the
help of horizontal (straight) line with prices. Beelines are never drawn in the form
of downwardly or upwardly sloping. Trend lineattare drawn as sloping usually
refer to support and resistance zones. But themss lare not resistance and not

support lines in terms of technical analysis.

If support point is very strong, it will be stromegjually while act as a resistance
that is occurred when the support point is brokers vice versa. If a resistance is
very strong, it will be strong equally while actasupport that is occurred while the
resistance point is broken upward. This is called“r@versal role” in technical

analysis**’

Support and resistance breakout is a major impeeté&or technical analysis and
sometimes they are evaluated as a signal of treadges. Broken of a small support
point is evaluated by the first signals of changiirgction of medium-term trend and
broken of medium-term support point is evaluatedhi® first signals of changing
direction of main trend. The same situation is d/dbr resistances. Therefore it
should be right to determine the support and r@scst level, these levels should be
accepted by everybody and should be followed cjomebreak of this levet?®

147y SARI, op.cit., p.84.
148 £ OZCAM, op.cit., p.88.
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4.6. Role Reversal between Support and Resistance

Support and resistance reversal is a case of aettdr&t is needed to know.
Supports and resistance points change the rolen thieg are broken with the high
trading volume. In other words; a broken supponele(previous bottom) is
converted to a resistance point. The same wayngun upward trend of a broken
resistance point (the previous peak) is converte@ tsupport point usually with

correction of prices. This condition is usually sad by investor psychology.

For example; if the support level is placed on phevious one lowest point,
this means that, some investors have bought atlgtaed. If the support region is
broken at significant level, investors understdrat they do wrong and they will sale
on their purchase region to get rid of damage. Tthesprevious support level is
converted to a resistance point. The same waynguan upward trend, when
investors who sale on previous peak point, sawritlieg prices and prices came to
point where they sold previously, they will wantuse this chance by purchase. So
previous resistance point will become to new suppmint with the formed
demand-*® Below a simulation graph is given which is relatechow support point

became a resistance point and how resistance Ipetaime a support point.

Role Reversal Scenario

/N\A\

Stecks-For-Beginners.com

Figure XIX Role Reversal between Support and Resistance

Source: http://www.stocks-for-beginners.com/support-andstasice-trading.htn{27.10.10)

149 John J. Murpy, Gérsel Analipp.cit., p.35-42.
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This is also valid for trend lines. After the trdéind is broken, prices are often
drawn back to trendline but it can not pass todliee, on this situation prices are
continued in accordance with the new trend. Hefe reversal emerges for trend
lines. In other words, on the situation of the &tan of uptrend line after the prices
are pulled back, uptrend line is converted to &stasce area and it prevent to prices
to go up. The same way, after the prices are braieto trend line on downtrend
line, trend line converted to support point by rgtias a support on the price
withdrawal. On the uptrend line breakout withdrawfprice is a chance for buying,
on the other hand, rising which is consisted oérathe breakout in downward,
provides an opportunity for sales to investGPsThe following chart, on upward
trend if prices touch to trendline then returnjsitevaluated as an opportunity for
buying; if prices are broken downward to trendsievaluated as an opportunity for
selling. The same way, on downward trend; it shdagdan evaluation for selling
when the prices are touched to tend line and wacit bnmediately from trend line.
It should be evaluated for buying in the case ofgs are broken to trend and

returned toward to trend line again.

Fullback

Fullback

Long Pullback Short Pullback

Figure XX Trend Line Pullback

Source: http://www.chartsecret.com/content/trading-pullb#2k.10.10)

%0 A, MERGEN, Grafiklerle Borsa Uygulamali Teknik Analiz, 3° Edition, Istanbul:Beta Yayinlari,
1998, p.28-35.
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4.7. Trend Channels

Prices that proceed in the form of a trend turnatas to trend line again after
they were become distant from the trend line amer & while they become distant
from the trend line again. This situation is trecfthnnels that are consisted with
price fluctuations between line which is called“esannel line” and drawn parallel

to trend line.

On emerging markets channel lines determine by auntpof prices’ peak
points and they build up to uptrend channels. Om diowntrend channel lines
determine by combining of prices’ bottom points ahdy build up to downtrend
channels® The following chart is a n example both uptrencd atowntrend
channels. On the left hand of the chart repregentiptrend, on the right hand of the
chart represents to downtrend channel.

Uptrend channel

Figure XXI Downtrend and Uptrend Channel

Source: http://www.forexpoint.com/forex-technical-analysiehd-channels.htr{29.10.10)

31 M. SAHIN, Borsada Teknik Analiz, 1% Edition, Istanbul: Mom Bilgisayar, 1992, p.107.
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Trend channel lines are initially parallel to eamther in general. Uptrend
channel lines tend to move away from each otheh Wit passing of time. It is
observed on the downtrend, these lines are sometaeow. In general prices are
raised or dropped in the channel (between the theedand the channel lines) by
moving to up and down. Trend channels are seen ofhe active stocks, which
have a high trading volume.

Stocks which occur trend channels, permit to stesrts purchase and sell.
Such transactions are usually done by speculafarsreturn of prices to trend
channel with the trend channel method is evaluategurchase opportunity. To
come close of prices to up channel line is evatlate sell opportunity. Thus
purchase and sell are done by using the distanweebée channel lines and in this
way profit is provided. However, this method igsky method. Because there is not
a general rule that prices will continue in thexttehannet>?

Channel lines can easily determined on charts laeylay help to determine
of support and resistance level. Some investorsregarded to trend channels as
support and resistance levels and they build upeaw purchase and sell strategy by
this way. Trend channels are placed as parallehrada on the technical analysis

programmes>3

Trend channels have their measuring features. frergé when the stock
prices emerged out of the trend channels, theyrpssgup to proportion of trend
channel width and then they return. Thereforeait be detected to where prices can
be go up when the stock prices emerged out of todrahnels by drawing a new
parallel line which is the proportion of channebiti*>*

152y SARI, op.cit., p.47.

133 John J. Murpy, Gorsel Analipp.cit., p.48.

134 3. KILICAY, Borsada Yatirim icin Teknik Analiz Metodu, 1% Edition, istanbul:Beta Yayinlari,
2003, p.95-96.
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4.8. Trading Volume and Its Usage

Before starting to this subject, concepts of trgdwolume and trading size
should be defined. While the trading volume showvamount of shares which are
passed into other hands, on a stock; trading sireonetary size which is the result
of multiplying to amount of shares that are pasa&alother hands, with strike price.
Although trading volume and trading size are usgpdwalent marking, while trading
size is used usually as an indicator of daily feiahtransactions on indices, trading

volume is used on the technical analysis and shoekysis.

Trading volume is the most important source of rimfation that shows the
dimensions of supply and demand in stock markatsther words, it is the amount
of stocks that is bought and sold in the stock miarkence, the amount of trading
volume is used as a measure of technical analiygasling volume is shown bottom
section of charts in the form of bars. If the tregdivolume is more and more, the
length of bars is extend and if the trading volumdecrease and decrease, the length

of bars gets shortér>

It can be said that trading volume is a boostemswket. It shows whether
investors are optimistic or not. If the psycholagfyinvestors is optimistic, trading
volume will be increase but if the psychology of@stors is pessimistic, trading
volume will be decreasg® The following chart shows to an example of trading

volume.

135y SARI, op.cit., p.96.

1%y EROLGAC,Borsada Yatirim ve Spekiilasyon Stratejilerj 1% Edition, istanbul:Scala
Yayincilik,

2000, p.126.
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Sourcehttp://www.trelleborg.com/en/Investors/Annual-rep@008/Financial-statements/The-

Trelleborg-share(31.10.10

High and low of trading volume is shown as an atien according to each
stock. Therefore stocks should be comparing tdigsory while trading volume is
being examined. Backward trading volume should dreected because the capital

increases changes to past trading voltite.

According to technical analysts, changes in théitigavolume are indicating
pioneer for price changes. General principle ofttading volume is; movement of
trading volume is in accordance with to trend. bheo words, while prices are
increased, trading volume also increases; whileepriare decreased, the trading
volume decreases. However, trading volume usudignges before the price
movements. This situation is evaluated as a leadidigator which is signal of the
trend change. Periods that the tendency of preéesreased, to realization of a high
trading volume is an indicator of an uptrend. Othee; it is implemented as a

downtrend:®®

157y¥ SARI, op.cit., p.99.
%8 M. BOLAK, op.cit., p.137.
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The basic assumption of trading volume is thatcgwiwill follow trading
volume. Therefore if the trading volume can bereate, future process of prices can
be predicted. Trading volume principles and ruiesich are adopted by technical

analysts, are explained beldw.

* To see high trading volume with the rise of pritg@sa normal feature of
market. In other words, trading volume acts in agance with trend. Rising
prices should be confirmed with the high tradinguvae.

» If prices rise rapidly to a new peak with to traglimolume but if the total
trading volume remains lower to total trading votuthat is placed previous
rising, this situation may foreshadow a trend cleang

« If rapid increases on prices develop inversely wiitd trading volume, this
situation is a signal that prices would get to dase tendency on future.

» After a prolonged decline of prices, in case ot@sibegin to rise again with
the trading volume and this experiment continues times; if the second
experience trading volume is more than first exgere trading volume, this
is evaluated as a foreshadow of uptrend.

* While the prices are over to trend line and tradintyme is increased, if the
prices suddenly begin to decrease, this situatmnsiders as foreshadow of
downtrend.

» To stopping of reduction in the price and not rajsof price although pass
through a significant period of time, whereas tor@ase trading volume is
interpreted as a signal of probable rise in thegsriand this situation is
interpreted as a signal of the end of the downtrend

Trading volume analysis is an important data fahtecal analysis. For that
reason, trading volume is regularly followed byhieical analysis and there are many
analysis methods for trading volume analysis. F@ngle The Wall Street Journal
everyday publishes to trin (trading index) ratio ifovestors. Trin rate is calculated as

follows:

139 G. KONURALPOp.cit., p.124-125.
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Number of advancing issues / Nandf declining issues

Trading Index =
Total up trading volume / Total dowading volume

If trin rate is greater than 1, it signifies to bezarket; if trin rate is smaller than 1, it

signifies to bullish markéet®

180G, KONURALPOp.cit., p.125.
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PART V

FORMATIONS ON THE TECHNICAL ANALYSIS CHARTS

5.1. General Description

While stock prices are occurring in the stock exgea they are under the
influence of many known or unknown factors sucheasnomical, psychological

factors and news that are related to company.

Investors, who invest in stocks, may have reachedibformation or also
may be unaware of this information. This informatiis reflected to demand and
supply of stock. While some of these factors, whatle created to prices, are
forgotten; some continue to be effective on theclstprice for a long time. This
influence process provides movement of stock griche direction of a trend. But
this trend completes its life sooner or later angives place to another trend which

has characteristic feature in the different dimetf*

Change phase is of vital importance for the investoorder to give an
efficient and timely decision. In this stage whishconsisted of trend change, price
movements reveal themselves as price formationschwimave very similar
characteristics; although price movements are rabshe time emerged irregular
forms. These price formations, which are known Reversal Chart Patterns”, help

to analyzers to determine a possible trend chaifge.

Characteristic price models, which are same to esber also called as

formations by technical analysts, are images thateflected to struggle of supply

161y SARI, op.cit., p.103.
162 \1.SAHIN, op.cit., p.38.
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and demand, which are shown in short-term stoppageke ongoing trends, with
breaking points on the bottom and peak paifits.

Thus, to be completed in a formation would be peetkas an alarm signal
in relation to trend changing. Therefore, investars given to buying or selling
decisions on the stage of change in trend wheregdon't too rise or fall yef*

Prices formations are divided into two categoridhe first one is
continuation patterns that are confirmed the trémat would continue the same
directions. The second one is called reversal pattthat are signaled to trend that

will change.

The most important reason is creation of theseepmnodels, which are very
similar to each others, the groups of investorshed to similar situation on similar
conditions, in other words it can be explained thais a philosophy that they
repeated their past mistakes. It is possible toaarnss to some of these models both
Istanbul Stock Exchange and other markets. Sontleese models consist of rarely.
While some of these models have high reliabilipme of other models don’'t come

up with the good$®®

If the formation is completed the longer periodhseguently price changing
would be great extent. While price formations asasisted, the completion time of

formation and the changes in trading volume shbeldlosely monitoredf®
5.2.  Double Top Formation

Double top consists of price areas which sellgrsarcontrol stock price with
stock amount and excess of selling appetite. Thaks may occur by giving all or
most of stocks and even it can occur where woulddre to open saf8’

183 F, TOMAKIN, Teknik Analiz ve MACD GéstergesininiMKB’de Uygulanmasi, Marmara
University Social Science Institute, DepartmenBainess, Unpublished Postgraduate Thesis,
Istanbul, 2007, p.6.

164 M.SAHIN, op.cit., p.38.

185 M.SAHIN, op.cit., p.39.

186 M.SAHIN, op.cit., p.39.

80



On the double top formation, speedy rise in priegifis with the very hard
and very high trading volume at the end of outpehds. After a while investors,
who have seen ever increasing stock or marketnkdeginake sales. The day, which

starts with sale pressure, trading volume reachdsighest levet®®

On sale day,
market returns immediately to minus and comes td Bales. As a result of sales,
buyer is over in the environment, price speed male@en and the first top emerges
in the middle. Trader usually may not be quite sor¢here can last top, which is
emerged top, for expected to reductions stop toeaigus support poirtt® After
prices are suddenly meet to sales, sales come dpwo 15-20% of its bottom and
peak point. But, it occurs in an upward move witk tnvestors have a feeling that
prices are low. Rally again starts towards to fartog to build up second top; with

the prices departure from support pdifft.

Double top formation does not occur in two daystlo& established stock
exchange. It should be pass one or two months leetiveo top (these tops must be
very clear). These models shouldn’t be confusethdalels that are consisted of a
much shorter period of time. Because these kindspsf are frequently seen existing
trends or they are seen creation of rectangulartaadgular patterns. Trend may
continue to its way on this type of movements and interpreted in the form of
congestion of stock or indices. If and only doutdlps may be two or three days on

the some speculative stocks.

One of the points to be aware of this formationseen of neck line
exceedance to downward. Only at that time, thisn&dion is confirmed as double
top formation. Another point to note is that pricgsmetimes perform to move to
downward less than 5% by coming down the neck diné then they react again to

167 .STEVENS,op.cit., p.139.
188 F TOMAKIN, op.cit., p.74.
169 A MERGENpp.cit., p.83.
179 A MERGENpp.cit., p.83.
"1 E TOMAKIN, op.cit., p.75.
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upward. This movement should be monitored andageamsary, a stop level should be

built up*?

a Double Top !
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Figure XXIlI Double Top Formation

Source: http://en.wikipedia.org/wiki/File:Double_top_ forniam.jpg (01.11.10)

5.3. Double Bottom Formation

Double bottoms consist of the price levels whiah iarthe deeps and buyers
willing to buy the stock. If potential buyers haegceedingly concern for buying
stock on certain stock price level and there is angeneral change on the general
view of the market, when the stock prices againetmsame price range, buyers are

again willing to buy stock and this request willsa to second come back from the

2 Thomas N. BULKOWSKIEncylopedia of Chart Patterns 2™ Edition, USA: Wiley Trading,
2005, p.280.
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bottom. Double bottom pattern is similar to as mwage of W letter. This model is

inverted form of double top formatidi®

This model becomes a reality at the end of longrgslecrease flow. It is a
movement of changing to flow direction which is apped often in ISE™® In this
model, initial formation is a bottom level that t®nsisted of at the point of
downtrend. This bottom level originally is not amage that is able to change to
downtrend. During to formation of this bottom, tirgglvolume is very high and with
the return of prices from this bottom level, tragimolume begins to decline. This

situation is appropriate for a downtretd.

After the stock began to high speed movement bkibgothe neck line,
minimum rise level, which are gone by price, isgheiof the pattern. In other words,
after the prices are minimum passed up to neck thmey will rise until the vertical
distance which is between to lower limit (baseliaedl upper limit (neck line) of the
pattern. If long-term decline occurs before theatiom of the model, going distance

can be more than this minimum distance.

If prices don’t exceed to neck line and comes dagain, it may be creation
of a triple bottom formation. On the triple bottdormation, trading size increases
day by day on price rise to each bottom. In otherds, while prices are collected
together after they created of the first bottomaditng size is low; rising level of
second bottom is more than first bottom and finaligh the third bottom price rising

trading size is highest lev&l® Below is an example of double bottom formation.

13| .STEVENS,op.cit., p.139.
174 A MERGENpp.cit., p.100.
75 E TOMAKIN, op.cit., p.78.
176 M.SAHIN, op.cit., p.62.
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Double Bottom Formation

Break Out
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Meckline

W Shaped Formation
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Figure XXIV Double Bottom Formation

Sourcehttp://www.aboutcurrency.com/university/fxchartgatts/forex_double bottom_chart_pattern
.shtml(01.11.10)

5.4. Head and Shoulders Pattern

Head and shoulders top points are mostly consisteafter the continuing
uptrend at a certain period of ti€.These are one of the strongest top formations.
They cause to large losses. If they consist ohenihdices, decrease of many stock

prices also should be consideréd.

During formation, stock makes intermediate top wtle large amounts of
trading volume. With the coming sales wave and i struggle between buyer
and seller creates to pressure area. During this, teeturn and a small top has
already consisted of on the stock. Price levelrakén with wining the most recent
buyers and it reaches to a new top in a speedy hemg-term output current begins
to show signs of decay. A fast sale begin at the peak point and prices are
dropped rapidly in the form of top point will betime middle. Head part of formation
is consisted. Prices, which are supported to fliow, lattempt to skinny rise but the

strength of this movement is insufficient. So, tight shoulder was consisted. From

17| _STEVENS,op.cit., p.166.
178 A MERGENpp.cit., p.117.
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here it should be considered that in case of neeldreakage it should be run away

from stock.

HEAD AND SHOULDERS

LEFT SHOULDER HEAD

RIGHT
SHOULDER

MMecklirne

Figure XXV Head and Shoulders Pattern

Source: http://www.simple-stock-trading.com/head-and-shetschtmI(01.11.10)

Mostly, left shoulder has the highest volume. Heatht is vole a bit less
than the left shoulder. On the other hand rightukter's output is weak and its

volume is noticeably lower than the oth&fs.

It is not in question that the neckline is exachgrizontal. Head and
shoulders patterns may occur in the following wdNste that; neckline can be slope

up or down.

Figure XXVI Different Shapes on The Top of Head and Shoulders

Source: Y. ERDINGC, Teknik Analiz Sorgulaniyor, 1 Edition, istanbul, Siyasal Kitabevi 2004,
p.303.

19 Thomas N. BULKOWSKI,op.cit., p.406.
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When compared to head and shoulders which have rdpmeckline, head
and shoulders which have downward neckline; heddshoulders which has upward
neckline, carries less potential to decrease thead hand shoulders which has

downward neckling®°

Head and shoulders don’t occur on the day of as&eton; normally creation
of formation may take months on the stock exchafige general, as time, which is
consisted of formation, is longer so the fallingces with the trend change are
longer. However, according to madding observatietepsed time from the start of
left shoulder to finishing of right shoulder is awerage two months. When left
shoulder, head and right shoulder are investigatguhrately it is observed that

shoulders take to 15 days and head takes to 20 days

- i I ¥ = boyun cizgisi
15 giin 10 giin 10 giin 1S5 giin i
"

Figure XXVII Elapsed Time of Head and Shoulders’ Peak Points

Source: Nicole Elliott, Ichimoku ChartsAn Introduction to Ichimoku Kinko Clouds , 1% Edition,

Great Britain, Harriman House, 2007, p.65.

180 G. APPEL, Techcnical Analysis, Power Tools for Active Invests, 1 Edition, USA: FT
Prentice Hall, 2005, p.74.
181 A MERGENpp.cit., p.117.
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Also, when investigated to peak points of shouluesed-shoulder features; it
Is revealed that long and tight formations are giketter results than short and wide
formations. Formations with increasing volume, Wsbd formations and high-

volume breaks are given better restifts.
5.5. Reverse Head and Shoulders Pattern

It is a strong and reliable base model at the hottevels (at the end of
downtrend). It is a model that is similar to in fleem of reversal head and shoulder
formation and its features are almost similar tarmrmadly head and shoulders
formation. This model generally consists of at #med of downtrend and the

emergence of this model foreshadows of the uptt&hd.

This model is similar to straight head and shoddes a rule, feature and
stage. But this model differs from normally head ahoulders formation in terms of
trading volume. Similarly this model is a littleofwzier and it consists of a longer
period of time'®*

Output is not very strong until the starting frohre tfirst bottom level and
flow returns from the resistance line. Decrease enabne more bottom point and
starts to increase by making towards to below enghevious bottom point. In this
period, smart money begins to collect to stock tdjting changing or increasing
on basic datd® Formed new output drills to upward but it can eeaceed the
neckline. In this case, left shoulder and head aatcreated. Prices are lighter and
fall down at last time but don’t reduce to firstteon point.

Trading volume is generally less during creationtlo model. This is
because of the model realizations on the bottorredavels. However low trading
volume starts to increase with right shoulder bggim occur and right shoulder

82 Thomas N. BULKOWSKIpp.cit., p.405.
183 F TOMAKIN, op.cit., p.72.

184 Martin J. PRINGpp.cit., p.114-115.

18 Thomas N. BULKOWSKIpp.cit., p.376.
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begins progress towards neckline and when the miedebmpleted and broken
upward, trading volume reaches to highest let8ls.

Normally all of the head and shoulders formationsygnmetrical. If left
shoulder is sharp pointed, right shoulder wouldsbarp pointed. A formation that
appears good, the slope of neckline is not verypgradicular. But perpendicular
neckline is not an indicator that ignores the farora However it is a suspicious
development. Such that, this type of head and sleosiiformation never may not

occurs an indicatioft’

On researches conducted, reverse head and shdolteations that are
occurred in bullish market, have been the increzEsaverage 38%. On the bear
market models, increasement has been the avera@®%f This is one of the
indicators that are needed to move parallel tontlheket. 25% with 33% of samples
that are seen to formation occur, made at least dbt#te premium. After prices are

reached to tip, prices showed an average decré868:®
5.6. Triangle Formations

Triangle formations emerge in consequence of tlearsipapes that prices
have been done. Prices after did to a certainfédipinto a decline but, if prices are
supported by a certain price level in the courseedfiction, this type of formations

emerge in generalf{?°

These models are the most common and most eadilyedeon graphics.
Reliability of these models is lower than such a&mac and shoulders models.
Triangle formations can be emergence such as todrahging models on the
transformation points of main trends, also they loaremergence such as continuing

models on areas that have been minor movementprizel squeezeS® The main

186 A.OZEKSI, op.cit., p.90.

8" Thomas N. BULKOWSKIpp.cit., p.377-379.
18 Thomas N. BULKOWSKIpp.cit., p.381.

189y ERDING, op.cit., p.315.

%9 Martin J. PRINGpp.cit., p.93.
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difference between them is the generation timeaangie models that occur during to
continue of existing trend consist of a shorteiqueof time than the triangle models

that are teller to trend change. Without this,oélthe characteristic features are the

samet®?

Triangles consist of time period, which market ded whether having
position or not on the current situation withoug thvailable positions and volume
gradually decreases on this time peritdAs a rule, triangles are used as an
indicator of continuity formations and length me@snent. Length of time spent
while triangle occurs would be equal to destinattdrmarket when the formation

was brokert®

The creation of triangle models differentiates franmonth with between 3
and 4 months. This time sometimes can take timéhentransformation points of
long-term trends. However, triangle models thatsddeoccur less time than 3
weeks. In addition, the most typical characterigtica triangle model is, trading
volume prominently decreases day by day since tdré af formation creation until
the model is completed?

The triangle formations can be divided into thrébese are symmetrical
triangles, descending triangles and ascendinggieaf®

1 F TOMAKIN, op.cit., p.80.

192 John L. PERSONA complete guide to Technical Trading Tactics1® Edition, Canada: John
Wiley and Sons, 2004, p.80.

193 John L. PERSONyp.cit., p.80-81.

194 A, OZEKSI, op.cit., p.95.

19y ERDING, op.cit., p.315.
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Source: http://www.masterforex-v.su/002_016.h{08.10.10)

5.6.1. The Symmetrical Triangle Formation

The end of symmetric triangle can result rise ¢t fehis region is a range
that buys and sales pressure is completely eqaah Buying is met to selling and
each selling is met to buying. The last high pteseel is lower than the previous high
level. At the same time, the last low price lexehigher than the previous low level.
There is not any certain trend to follow. This shapeated to symmetrical triangle

formation. Volume gradually decreases in this psst&

Line, which is combined to peak points, must be nleard-slopping. Line,

which is combined to bottom points, must be upwsaapping. Drawn of two lines

1% 5. CHUA,Day Trade Your Way to Financial Freedom 2™ Edition, USA: John Wiley and Sons,
2007, p.99.
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provide to triangle appearance by combining wiffoent. At least two peaks and two
valley bottoms are needed for this formattoh.

These formations generally continue to trend thataced before the creation
of formation. If prices build up to a symmetricahhgle formation immediately after
the downtrend, this formation probably will realizebrake the downward.

If prices build up a symmetrical triangle formatiaonmediately after the
upward, this formation probably will realize to keathe upward. Therefore, the
condition of break to downward and upward of symiuoal triangles is determined
with trend which is previously developed from syntrnoal triangles. It is also called

to continuity formationg®®

When volume was investigated in general, volumeatasadownward-slope.
Volume can be increase in triangle when time ofirretout in general volume is
decreased. Changing can be observed easily onO#ted8 symmetrical triangles.
54% of breaks will take place in the direction loé previougrend.**°

Symmetrical Triangle {(Continuation?)

W

m Support Lewvels are rising

Figure XXIX The Symmetrical Triangle

197 A MERGEN,op.cit., p.177.
19 g5 CHUA,op.cit., p.99.
199 Thomas N. BULKOWSKIpp.cit., p.752.
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Sourcehttp://www.aboutcurrency.com/university/fxchartpatt erns/forex _symmetrical triangle
chart pattern.shtml (03.10.10)

5.6.2. The Ascending Triangle

Ascending triangle models are similar to symmelricengle models in
terms of many features and characteristic featuBes.ascending triangle models
(also descending triangle models) are more comsist@dels than the symmetrical
triangle models in terms of reliability and in teynof prediction to direction of
prices®® As is evident from its name, the ascending trianglodels are likely a
precursor of increasemefit. They are often accepted as recreation areas velnéech
created in output currents and they occur as coation patterns which mean that
continuation of existing trent? However it is very common condition that,
emerging of these trends are as a trend changimigls)yovhich are foreshadowed to

uptrend after the end of downtrend.

Resistance line is horizontal and support linesiseading slope on a triangle
with ascending slope. To avoid from wrong breaksignals, it is recommended to
wait for creation at the total three peaks (or twaitoms). When level of closing

price on the resistance point or below to suppeirttpbuy or sell signal is takef®

During the creation of a triangle first volume eads. However, volume
continuously decreases until the broken day. Evenetimes, volume is quite low
before a few days ago from breaking. Volume comalalg increases when the time
of broken but having a high volume when the timebafken is not prerequisit&’
After the prices are broken, prices climb up to apW But after the breaks, returns

are sometimes formed to confirm the broken fite.

200 M.SAHIN, op.cit., p.65.

291 3ohn L. PERSON, A complete guide to Technical ihgd acticsop.cit., p.81.

202 A MERGEN, op.cit., p.194.

B3R FISCHER and J. FISCHER, Candlesticks Fibonaudi@harting Pattern Trading Tools' 1
Edition, USA: John Wiley and Sons, 2003, p.36-37.

294 Thomas N. BULKOWSKIpp.cit., p.714-715.

295 Thomas N. BULKOWSKIpp.cit., p.715.
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While time period is longer, the ascending triangt®dels, which are
consisted of big and longer period of time, there lkkely to break to downward of
model because of the increased mistrust on inv&estbiis possibility is higher on the
ascending triangles which have high ascending slbiperefore, ascending triangles,

which are consisted of important output currertisugd be examined carefulfy°

Prices are often able to breach to maximum ragedimthe ascending triangle
formation in the day due to overdone buying whishdone by buyers. These
violations should not be evaluated as breakingtp@iosing prices should be taken
into account and breaking must be realization vathigh trading volume for
approval of breaking. In addition for approval eé#éking, some analysts implement
to two days rule and others wait to prices’ awagnir maximum rate of
approximately 3% to make sure from motf&l.

One of the other bad situations, which are occuorethe ascending triangle,
is high resistance levels. If high resistance lévekry close after the breaking, stock
prices can not rise up to provided distance andait be return to that level.

Therefore, before buying, resistance levels shbaldxamined after breakiAtf

205 E TOMAKIN, op.cit., p.87.
27 A, OZEKSI, op.cit., p.100.
2% Thomas N. BULKOWSKIpp.cit., p.719.
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Ascending Triangle Formation

H Resistance Levels Break Out

® Support Levels are rising (Uptrend)

Uptrend

Figure XXX The Ascending Triangle

Sourcehttp://www.aboutcurrency.com/university/fxchartpatt erns/forex _symmetrical triangle
chart pattern.shtml (03.10.10)

5.6.3. The Descending Triangle Formation

Unlike to ascending triangle models, descendirangie models foreshadow
of decline. They can be formed in downward flowoalsey can be seen in upward
flow in the form of couple top. In short, they cha formed in every kind of trend.
Subgrade level (lower limit) of model is develogadthe form of horizontal while
peak points are formed in the form of downward drenaximum rate line by

occurred further down the levels according to prasipeak point&>®

Descending triangle pattern is similar to ascendiiiaggle pattern and it is as
reliable as ascending triangle formation. Actuallye creation of triangle in the
market is based on certain some things. Purchas&rsoconcentrate on a certain
region, which is considered as cheap in a certmge by stock investors. Buying,
which is came from this region, with prices, whaxe returned from this level, form

to bottom line of triangle on chart. When pricesveato upward with buying, which

209 A MERGEN,op.cit., p.184.
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come from this region, they start to sell from loweice levels and finally, positive
thoughts about to stock begin to end and buyingmioeome on price levels which

are formed to bottom line of triangt&

One of the points to consider is; direction of Bkreg with direction of
market is whether in the same direction or notriaAngle, which is broken down,
may starts to move to upward by deflection with imgrket towards to mobilization

to new peaks. For that reason; when get positi@mket should not be ignoréd:

Tall formations show better or the same performaaceompared to short
formations. On the other hand large formations shetter performance than narrow
formations without break out. The average distasfca triangle takes 53 to 69 days
and formations that are formed to upward consisa ddnger period of time than

triangles that are formed to downward.

Descending Triangle Formation

m Resistance Levels are falling {Downtrend)

m Support Lewvels
Break Out

Figure XXXI The Descending Triangle

Sourcehttp://www.aboutcurrency.com/university/fxchartpatt erns/forex _symmetrical triangle
chart_pattern.shtml (03.10.10

210 c. ALEXANDER, Timing Technique for Commodity Futures Markets, 2" Edition, USA:
McGraw-

Hill, 2008,p.133.

2 Thomas N. BULKOWSKIpp.cit., p.737-738.

#2Thomas N. BULKOWSKIpp.cit., p.741.
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5.7. Key Reversal Day

Key days, which are consisted of peak and bottomtpaf risings and
declines and shown to its own characteristic festusignals to trend change. In
general this type of movements consists after #gadirtes or risings which are long

acting®?

Buying Signal Selling Signal
Figure XXXII The Key Reversal Buying and Selling Signal

Source: C. ALEXANDER, op.cit, p.24.

This formation may occur on strong bullish markétst are carried to stocks
to new peak points, with sells which are came Wild news. When sales began in
these markets, investors will be selling for realia their profits at least a portion.
These price movements may cause to excessive motrmeboth directions:

While prices are suddenly decreased on the retasn ftbom above, prices are

23 A OZEKSI, op.cit., p.121-123.
21 R. FISCHER and J. FISCHERp.cit., p.36.
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suddenly increased on the return day from belove fost important outstanding
point is that, trading volume of stock is increased the price range of stock in a
day is big. This formation appears very often om fdlist moving stocks. Back away
movements are began with inversion of prices iy &urchase madness of buyers
has been satisfiedd> After this situation is occurred to have a sharsipon can be
the cause profits of investors. Because these saldd be continue. The opposite of
top image can be seen stock which goes down fon@time. For this, the following

conditions must be realizé®f

. Market tests to bottom price levels in a day whacd more bottom than the

previous days.

. There is a strong and steep decrease which hasrg shomentum for a long
time.

. It should be a strong get reaction from the bottom.

. Reverse motion is quite remarkable on the openirtheamarkets where are

opened to most bottom or close to the bottom points
. When reverse motion occurred, it should be a nalilge improvement in

volume and volume should not be narrow when thsitpof market.

On the formation of this movement there are twatctypes which should be

considered. These are outside bar chart and insidear
char
Outside Bar Inside Bar

Figure XXXIII Chart Types of Key Reversal

215 A MERGEN,op.cit., p.106.
216 C. ALEXANDER, op.cit., p.24.
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Source:John L. PERSON, A complete guide to Technical hgd actics,op.cit., p.36-37.

Outside bar has been created if the lowest ancehbtgbrices, which are seen on the
movement day, are lower or higher than the prevaayss lowest and highest prices.
This is usually a harbinger of that the marketatiom will continue in the same way.
On the other hand; inside bar has been creatée ibtvest and highest prices, which
are seen on the movement day, are little loweittte higher than the previous day’s
lowest and highest prices. In these days the darectf broken will be determined to
movement*’

Trading volume occurs abnormally on the key daysy Kays refer to changing of
existing trends. It implies to the end of demandtsmpeak point and it implies to the

end of supply in its bottom poift®
5.8. Island Reversal Formation

Island formations occur on compressed price regiasch has been price
bottleneck and before and after price movements @en separated with gaps.
Island formations can occur in the form of islamg tand island bottom. Island
bottom is formed at the end of long term down-terfdstly it always moves into
lower regions one or more days by leaving a gagn thith the return day it occurs
with the return of up by leaving a gap to upw&tThe resulting image is like an
island. Island top is opposite to island bottom. &sesult of this formation, it is
expected to trend changing and droop on the pffces.

Island formation is not very common and it is nety important without
constituted long term peak and bottom point inlfitd8ut as a rule, it reverses to
direction of long-term trend. It is expected thaistformation should become a fact

217 John L. PERSON, A complete guide to Technical ihgd actics,op.cit., p.36-37

18 3ohn J. MURPHYCharting Made Easy. 1°Edition. USA: Marketplace Books, 2000.

219 Richard W.SCHABACKERTechnical Analysis and Stock Market Profits 1°* Edition, Great
Britain: Harriman House Ltd, 2005, p.169.

20| STEVENS,op.cit., p.195.

22| _STEVENS,op.cit., p.197.
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with a high volume. Gaps consist of the same gegels. Thus the remaining region
consists on chart such as an islaffd.

To reach of prices on the highest levels befoeeréturn on the island top
takes only a few days. The average time of thedsfarmation is over a month but it
begins from a day up to 6 montfs.The time of island formations can vary
according to type of market. For example the rasibn time of formations is shorter
on the more speculative markéts.

The best performance is seen on the upward brakéch is occurred on
the bull market or downward broken which is occdrom the bear market. When
buy-sell process is made general market trend dhaatl be ignored. After the island
formation is completed, returns can be occurreadtéonpletion of second gap. When
the chart types are investigated, long formatiores shown to better or at least
similar performance than the short formations. ddion large formations are
shown better performance than narrow formationse &lerage island formation

takes one month. But in the bear market, upwardKimgs take 45 days>

Island bottom and tops are shown in below chart.

A Taylor (Roetail (Sgrocial Linnes), MNYSE, A

Figure XXXIV Island Bottoms and Tops

Source: Thomas N. BULKOWSKI, Encylopedia of Chart Pattemms.cit., p.468.

22 3. MAGEE, The Introduction to the Magee System of Technical Analgis USA: CRC Press,
2005, p.68-69.

22 Thomas N. BULKOWSKIpp.cit., p.467-468.

224 John L. PERSON, A Complete Guide to Technical Thgd actics,0p.cit., p.267.

2% Thomas N. BULKOWSKIpp.cit., p.470-475.
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5.9. Diamond Formation

Diamond pattern, which is seen rarely on charts Etfl is not a single
pattern that consist combination with the successivo model$?® Diamond top
formation can be defined as complex head and shmilbrmations that have V
shaped necklin&’

Diamond formation expands with the effect of spatiué buys and sells and
it begins by creating higher tops and lower bottdines this situation is reversed and
prices begin to press until the breaking occuraniaind formation usually emerges
as main trend change which is occurred on the foparket. The most important
reason of this, for the creation of this formatibis needed to moveable period when
has been high trading volume especially in thet fis half of this formatiorf?®
Formation is rarely shaped as bottom formation ibutan occur in continuing
formation. When the formation is occurred as a iooiitig formation, it should be

interpreted that this formations are like to bgflarmations®°

Diamond formation represents the struggle betwesehand supplier. Until
the sales pressure of sellers pushes down thespatteng demand of buyers shoves
upward the prices. If the sales pressure is steamaugh, prices go to new bottom
points. This expansion formation is calmer aftex @scillations and which side is
stronger arise%*°

On research conducted, long formations show begeformance than the
short formations. A diamond formation takes an agerof one month. Diamond
formations which are consisted of at bottoms, lang wide formations are shown
the best performance. On the other hand, shorhamdw formations are shown the

worst performance. Diamond formations which areuo®sd at the tops are not a

226 3ohn L. PERSON, A Complete Guide to Technical hgd actics,op.cit., p.82.

22" Robert EDWARDS, John MAGEE, W.H.C. BASSET®p.cit., p.160.

228 M.SAHIN, op.cit., p.73.

229 John L. PERSON, A Complete Guide to Technical hgd actics,0p.cit., p.82-83.

20 Thomas N. BULKOWSKIpp.cit., p.181.
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significance difference from the diamond formationkich are
bottoms”*
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Figure XXXV Diamond Top Formation

occurred at the

Source: http://www.investopedia.com/articles/forex/05/Diami@ear.asf04.11.10)

5.10. Symmetrical Broadening Formations and Inverted Triangles

It is formed as total opposite of symmetrical tghm Its trend lines create a

megaphone-shaped appearance by moving in the idiveaf new peaks and

bottoms. The difference of this formation from atf@mations is the slope of trend

lines. Uptrend line should be ascending slope aodnttend

line should be

downward-sloping. If one of the two trend linesherizontal, the formation is

classified as right-angled ascending or descentiogdening formatiof®?

Prices after started with the narrow fluctuationd aroaden, they move away

from each other rather than convefdlf the previous formed trend is downwardly,

%1 Thomas N. BULKOWSKIpp.cit., p.191.
232 Thomas N. BULKOWSKIpp.cit., p.66-67.
233 3. MAGEE,op.cit., p.219.
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this formation is called broadening bottom. If revious formed trend is upwardly,
this formation is called broadening t6{3.

When the symmetrical broadening formations wereestigated, although
they consist of broadening price movements whiéy tho up or go down, lower or
upper limit lines of others are horizontal. Therefothese are called as flattened
bottom and flattened tof3°

Broadening Formation

Figure XXXVI Broadening Formations

Source: http://www.forexchannel.org/forex/continuetion.ht(@4.11.10)

Broadening tops should have 5 returns in gener@lged on this, each return
should become fact aback of the previous returthdfformation is top formation,

the last return will be downwardly. Thus it can she by going back®®

The direction of trend will become perceptible wigtices broken to
boundary line by completing to formation. Howewvarprder to predict the direction
of trend, the last price fluctuation in the forneatiwill give an idea with respect to

direction of trend. If last rise in price in format could not up to the pervious rise

234 | STEVENS,op.cit., p.182.

235 M.SAHIN, op.cit., p.70.

2% Technical Analysis, A personal Seminarl® Edition, New York: New York Institute of Finance,
1989, p.182.
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level, it refers to that trend goes to downwarchédwise, it refers to that trend goes
to upward?®’

23% of broadening formations, which is consistedifi market, provides
profit over 45%. After the prices reach the highesel in pursuit of breaking, they
fall dawn the average rate of 33%. Declines, wtach taken place in bear market,
become steeper than risings, which are taken jtaball market but prices haven’t
got a change such that percentage changing. Irrajdoeg formations are shown
better performance than the short formations. Widenarrow formations are not
clearly different in terms of the performarfce.

5.11. Rounding Bottom

Rounding bottoms are struggles which are betweenadd of buyers and
pressure of sellers and forces equal to each otterfirst part of formation, sellers
are more dominant and they draw down to pricestirAs passes, demand of buyers
equals to pressure of sellers and stock price®@rerred in the cheapest level and
they move horizontal for a while. After the certagance, demand of buyers is more
prevail and stock prices move to upward. Risingsdoet always soft rising.
Sometimes excessive increase in demand boostsidespbut these excessive
increases are returned in a month or similar tidésen the prices again to reach to
old tops, selling pressure consists of the samgldeand this occurs to appearance of
head of the rounding®®

Rounding bottoms are formations that are convefteth the end of the
decreasing trend to rising trend as a long-terneyTtonsist of long-term chart in
general. Strong buying signals, which are occuatetthe same time, should be seen
on the daily, weekly and monthly charts on the fednof this formatiod*°A

rounding bottom can be bull formation or continaatiformation. This formation

237 M.SAHIN, op.cit., p.71.

238 Thomas N. BULKOWSKIpp.cit., p.71-75.
239 Thomas N. BULKOWSKIpp.cit., p.597.
240 C. ALEXANDER, op.cit.,p.127.
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occurs after the end of long-term parallel goingndAit occurs with the formed
stoneware appearanté.

When the accumulation phase take place on the maxend formations
occur and this is generally formed because of tloéepsional market participants.
Because these patrticipants predict to stock prilcas are cheap, and they buy to
stock while the output current begins. But theseestors will act to more calm to
their buying order because they don’t want to pricasen suddenly. Finally, stock
prices move to upward with the accompanied of tiveeiase in volume. But as this
process takes a long time, the general view isdikew or a portion of a rourf?

Rounding bottoms often occur in long and flattehettom and low-priced
stocks. The completion of this formation takesewesal month$*? It is investigated
on the bottom point of stoneware that sometimeskstare processed a single price

due to balancing of supply and demafitl.

The important thing here is to follow carefullytrading volume changes. To
take place of price risings on the gradually weakketnading volume, trading volume
rising with the declining price are acceptable laes most important signal of trend

changing. There is a similar situation on roundinttom formatiorf*

The rounding bottom formation is shown at the fwilog chart.
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Figure XXXVII Rounding Bottom Formations

24135 CHUA,op.cit., p.109.

42| STEVENS,op.cit., p.172-174.

243 Robert EDWARDS, John MAGEE, W.H.C. BASSET®).cit., p.84-85.
244 M.SAHIN, op.cit., p.55.

245 M.SAHIN, op.cit., p.56.
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Source: http://www.marketinout.com/technical_analysis.plog®1 (04.11.10)

5.12. Rounding Top Formation

On the rounding top appearance, prices move wehsthall movements on
the top. While trading volume is less on the lefieswhen the top is formed, they
begin to increase when switched to right side ahdmbegin to decrease. They form
in the symmetrical appearance. It is like a revétse letter.>*® Rounding top is
suchlike rounding bottom but it is rarely seen. B® sure that formed of this
formation, stock prices should have been historiops and appearance of a new
fundamental change, which is changed to demandsapgly balance, should be

observed. In this case, this formation is highliatee 2*’

Rounding top is total opposite of the rounding diitand it belongs to bear
market. It can consist of uptrend and downtrena: Bést way to gain this formation
is to make short selling where the downward brokes been occurred in the
formation. Percentage target will pass the are#;iwis placed between place that is
broken is became fact, and region that is formethatbottom of the formation.
Breaking should become a fact with the strong velfth

Rounding top patterns consist of four stages asdtion. The first stage the
dominant power is buyers and the price rises. Hewealespite of the rising, trading
volume is a signal of weakness trend. The secagkssupply (seller) increases and
this situation make balance to demand (buyer). Fhisation makes to prices are
horizontally shaped and it provides top formatidmading volume reaches to the

lowest value of the pattern in the second stage.

At the third stage, sellers begin to get the whiymch of to buyers and sales

increasement continues. In this stage, tradingmelbegins to increase with sales. In

246 A MERGEN, op.cit., p.165.

247C. ALEXANDER, op.cit.,p.131.

2485 CHUA,op.cit., p.109-110.

249 Martin J. PRING,The Definitive Guide to Price Pattern Analysis andinterpretation, 1
Edition. USA: Mcgraw-Hill, 2004.p.198-199.
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the last stage, the model is completed with thaking to downward of horizontal
support line, which is drawn from the starting goofi the model. This breakage

should be with significant increase of trading vo&f>°

When deceptive distortions, which may occur in tliggmation, are
investigated, it is seen that the volume, whictoismed during the formation, may be
dome-shaped instead of stoneware. But this is meason for the abandonment of

the formation. The rounding top formation is shammthe following chart.
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Figure XXXVIII Rounding Top Formations

Source: http://stocata.org/ta_en/patterns4.h{6%.11.10)

5.13. Rectangle Formations

It is a formation that is similar in all respects symmetrical triangle

formation and just differential in respect to app@ae. In general lines, which are

250 A OZEKSI, op.cit., p.131-132.
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combined to bottoms and peaks, are parallel, butetimes mentioned lines can be
downward or upward slopping. On the level of rikmvf parallel lines, which are
constituent to rectangle, can be shown to downwéopping compared to horizontal
plane. Slope sometimes becomes upward on the framsathat consisted in decrease
flow.?*! Prices move into channel on the rectangle formatioecause buyers and
sellers are matched with each other. Line, whicboissisted of above, indicates to
resistance line that sellers are more dominant,liaedwhich is consisted of below,

indicates to support line that buyers are more damt£>?

Rectangle formations are a continuation formatibriha same time. They
tend to be move in the main direction of trend. Whtee length of rectangle will be
longer, movement which, becomes occurred after bheaking, will be very
strong®>® These formations may be an indicator of a majansformation or
consolidation (continuity) formations.

There are two ways to make profitable transactioms the rectangle
formations. The first method is buying and sellinghe channel. When the stock is
closed to support level, the stock is bought aneémtine stock is closed towards to
resistance level and stock price is increasedstibek is sold. The other method is to
wait to breaking of support or resistance pointd after the broken, to take the

position on the financial instrumefit!

Long formations show the better performance thanstiort formations. For
example on the bull market, while long rectanglerfations, which are broken to
upward, are at the average premium of 66%, aveyegaium on the short rectangle
formations is approximately 34%. Generally, wideniations are shown better

performance than the narrow formations but theedkffice is less. When the wide

1 A MERGEN, op.cit., p.165.
2523, CHUA,op.cit., p.106.
2533, CHUA,op.cit., p.106.
%43, CHUA,op.cit., p.106-107.
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and length combinations of formations are investidathe best performance is
occurred long and at the same time wide formatiohs.

Histarical Chart of TLS Timeframe: 160872006 to Si0272007
Date 16082006 Open 3.65 High 3.67 Lowe 3.61 Cloze 3.62
1 4.4
TLE =
]_l LX)
"Il I-l- 4.3
l[ lt’ 42
ri rH—HIJ'U{* 4.1
i ;

]
a8
27
36

35
24

07 Feb

Figure XXXIX Rectangle Formations

Sourcehttp://www.learntechnicaltrading.com/Intermediargding/PricePatternTrading/RectangleFor
mationcharts.asp05.11.10)

5.14. Flag Formations

This formation is seen on the fast-moving formagiolm case of need, it can
take place within four or five days. Very rarelymay takes a month. Stock, which is
went to upward, ease down at one point and begirgotand return seesaw into
downward-slopping quadrangle which becomes shetidg. Finalization formation

will become fact at an equal rate and stock wiltkly proceed on its wa$’

Flag formations occur after a big drops or rapidreases. At this point,
market has a break to its movement for a while@rolidation occurs, at the same
time it is a preparatory process for the next maxetf?’ Flag formation is a

formation that is created to a small secondarydtsehich is provided to give a short

2% Thomas N. BULKOWSKIpp.cit., p.572-574.
2% A MERGEN,op.cit., p.165.
%73, CHUA,op.cit., p.105.
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break on movement or formation correction that feefarices are not came to their

self main trend>®

A flag formation, which is taken place on daily dsamay take 3 to 5 days.
But if looking at to intra-day chart, formation mégke time 3 to 5 units® When
formation is taken average of 3 to 4 days, a hotelorectangle appearance can be
form.2®° For doing a process in the form of enough reliapti have to wait that
formation has got 3 terms. For creation of buyirgnal, closing prices should be

above the prices that are referred to resistatce.
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Figure XL Flag Formations

Source: http://www.investopedia.com/articles/forex/07/camurrency.asjf05.11.10)

Reliable flag formations consist of during the ti@a of steep and rapid
trend. The direction of the trend may be upwarddownward, but decreases or

increases on the prices occur too fast and the meneis completed within a few

28 John L. PERSON, A Complete Guide to Technical g actics,op.cit., p.36-37.
29 John L. PERSON, A Complete Guide to Technical hgd actics,op.cit., p.83.

20 Thomas N. BULKOWSKIpp.cit., p.337.

1R, FISCHER and J. FISCHERp.cit., p.40.
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days or few weeks. Flag formations often occursntiteof major movementS? For

the validity of the formation, trading volume shdube too much during to
increasement. During creation of the quadrilatéinat represents to flag, trading
volume is decreaséd’ It shouldn’t return without passing of distanceenfthe

breaking. The distance that is expected to go @tkstfter the breaking, can be
calculated. Rise that is taken place before thatione of flag formation, and the total
thickness of the flag equal to minimum distance ihaxpected to stock’s direction

of upward or downward, after breakifyj.

Flag formations are more suitable for investors wiamt to move fast. When
the studies are investigated, long formations amva to better performance than
short formations. While long formations premium aerage of 35%, short
formations are shown the increasement of 13%. Iditiad, without to flag
formations that are broken downward in bull marketien all of the other
formations are investigated, wide formations arewsh better performance than

narrow formations. The average time of flag formaiis 9 to 11 day&>
5.15. Pennant Formations

Pennant formation is a triangle that occurs in \@rgrt term. Although it is
similar to triangle formations, it is shorter thaarmally triangle formations and it
occurs after the rapid increase of pritePennants are expressed short-term breaks
towards to trend like flags. Trading volume is vargh at the origin of formation, it
gradually decreases during to be formed of fornmaaod it increases again with
prices break to formation. Decreases of tradinguw@ during to be formed of
formation occur more distinctly than flag formatsgfi’ Pennant formations may be

%2 Thomas N. BULKOWSKIpp.cit., p.337-338.
263 A MERGEN, op.cit., p.204.

24| STEVENS,op.cit., p.209.

285 Thomas N. BULKOWSKIpp.cit., p.342-345.
266y ERDING, op.cit., p.320.

%7 M.SAHIN, op.cit., p.80.
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sloped upward or downward or even it may be ocduimethe form of horizontal.

But often it occurs totally opposite direction aépious price trend®

The easiest way to distinguish between flag foramaéind pennant formation;
flag formation, which is consisted of on the bearket, bottom levels of prices are
gradually increased while the lowest price levaistioe pennant formation will be
equal to each othéf? Creation of pennant formations usually takes teekk or up

to 10 days.

Pennant formations are common formations and therge in the last phase
of bull market that has been significant incredse they emerge in the second phase
of bear market that decline is accelerated. Thaimétion time is, like to flags,

between 4-5 days and 3-4 weéks.
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Figure XLI Pennant Formation

Sourcehttp://www.forextraders.com/forex-analysis/forexttaical-analysis/forex-price-action-

reading-the-language-of-the-market.h{@7.11.10)

28 Thomas N. BULKOWSKIpp.cit., p.524.

29 Boris SCHLOSSBERGTechnical Analysis of the Currency Market 1% Edition, Canada: John
Wiley and

Sons, 2006, p.83.

20 M.SAHIN, op.cit., p.80.
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The time requirement for creation of the pennannftdion is between 2 days
with 3 weeks. A formation, that is lasted more tl3aweeks, can be identified as a
symmetrical triangle or decreasing or increasinglgee As a result of review, the
average time of occurred pennants is 9 to 11 déss. hard, steep and rapid change
should be observed to this formation. These kindragfid movements are very
important to creation of this formation, at the sarmme this kind of rapid

movements are a signal in terms of the recognttahis formatior?'*

According to studies; long formations show betterfgrmance than the short
formations, also wide formations show better penfmnce than the narrow
formations. Pennant formations are small formatideir average length takes 9 to
11 days. The best performance is observed bothHeargl narrow formations at the
up breaking. The best performance is observed leoilth and wide formations at
the down breaking’?

5.16. Wedge Formation

They are like pennants from all appearances any #ne downward or
upward slopping. Wedge formation that is upwardogiog, angle of line that is
combined to bottom points, according to horizomeakl becomes steeper than the
angle of line that is combined to peak points, atiog to horizontal level. When
upward slopping wedge formation is broken to dowmlvg@rices are continued to
rapid decline. On the contrary, stock, which isisted to downward slopping

formation, will proceed to upward?

2L Thomas N. BULKOWSKIpp.cit., p.525.
22 Thomas N. BULKOWSKIpp.cit., p.527-528.
213 A MERGEN,op.cit., p.208.
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Source: http://www.optionetics.com/market/articles/60(&.11.10)

Creation time of wedge formations takes at leastetiweeks but rarely this

time takes over the 4-5 weeks. Formations, thatamted less than three weeks, are

generally pennant formations. Trend, which is fadm@& volume, should be

downward.

Rising wedge formations are occurred when the folg conditions are

taken placé’*

« Reduction in the price is seen on the stock markets

* Resistance lines of long-term trends are droppethenform of to show a

stable sale with the same continuously angle.

« When angles of trend lines, which are drawn forpsup are compared to

angles of resistance lines, they are more horitatia@n the angles of

resistance lines. This is one of the signals afgipurchasing appetite. Some

24 G. APPEL,0p.cit., p.70.
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people collect to stock from the market. Finallgywhtrend and uptrend lines
are combined. When the formation is progressedvdhene decreases.

This formation shows that sales pressure is unadmgnstantly and buying

force is more and more strong. This formation habrbarket potentiaf’®

The best way to make profitable transactions onatedge formations is to wait
of upward or downward broken creation. After breagkof falling wedge formation,
a long position should be taken and rising wedgeé&tion a short position should
be taken. On this transaction, the stop-loss phould be last support point on the
downward-slopping formations and it should be thst Iresistance point on the
upward-slopping formatior€® To make sure before breaking of the falling wedge
formation, the 3 peak creation should be waited.t@nother hand, to make sure
before breaking to rising wedge formation, the 8dio creation should be waited.
In addition, when the falling wedge formation isngmared to rising wedge

formation; it is observed that falling wedge forinatis consisted fastet’’

Long formations show better performance than sfarhations on the falling
wedge formations. Also, long formations show betparformance than short
formations on the rising wedge formation. Whenthée formations are compared
with narrow formations on the falling wedge fornoais, they are shown equal or
better performance than the narrow formations. @ndther side, when the wide
formations are compared to narrow formations onrigiag wedge formations, they
show better performance than the narrow formatextept of downward broken that
are occurred in bull market. Time of creation ofnfations is not longer than 4
months in declining wedge formations and the awetage doesn’t pass 2 months.
On the other side, the time of creation of formagics 44 day$’®

2> G. APPEL0p.cit., p.71.

2’83, CHUA,op.cit., p.105.

2"R. FISCHER and J. FISCHERp.cit., p.40.
2’8 Thomas N. BULKOWSKIpp.cit., p.798-822.
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5.17. The Gaps

Its stock market lexical meaning is a price redioat buying and selling is
not became fact. Due to the fact that balance odube established between buyers
and sellers, stocks are opened above the previays thighest level during to
intraday trading and they go up even more, or St@k opened to low price where
environments that sellers are predominated. In ¢hse, price gaps are occurred

above chart§’®

In general, gaps consist of the effect from newdentne market is closed.
While positive news are raised to number of buyerd purchasing power, negative

news are raised to number of sellers and sales tc

The price gapsthat become fact on the stock chart, are formedtHoze

reasons. They try to explain bel.

* The first of these, to be processed of stock on @wamore centers and
processing times between these centers are tirfexatite between starting
and end hours. When the processes are closedaingaite in a centre, these
price movements affect other centers and causee@tion of price gaps.
Gaps, which occur for that reason, are called radpt gaps.

* The second reason becomes reality of important ldevents about the
company that affects to company’s stock price stast-up and closing time.
Therefore, prices are opened to different shapatl ¢created to gap from
previous day'’s closing price.

« The last reason is related with trading volume,cwhoccurs intraday, to be

low.

Technically, while gaps, which are occurred in tipgrend, signal to robustness
of the market or a strong demand, gaps which aceroed in the downtrend, are

2’9 A MERGEN,op.cit., p.208.
2805 CHUA,op.cit., p.88.
81 E TOMAKIN, op.cit., p.115.
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technical formations that are signaled to the weaknof the market or a power
supply. Gaps usually consist of daily charts. Rarley can be seen on the weekly
charts. Gaps, which are formed on the weekly ch#tdhnically have got a great

importance’®?

Gaps, which have a place in about the future pnderms of technical analysis,
are divided into four classes. These are; commae ap, breakaway price gap,

runaway price gap, and the exhaustion price gap.
5.17.1.Common Price Gaps

In technical terminology, common gaps are typegags, which are usually
occurred in anxious markets and they are refemetthe form of style movements
that gaps are closed within a few days or withiximam of one week® They may
occur at any time. Generally they consist of onhitbezontal unstable markets or on

the compressive areas. Their prediction can beuitf*

Common gaps refer that prices are in the digesageon. It is often possible
to see to these gaps during the creation of trenghd rectangles price models.
These gaps signal that prices are not caused tena tthanging and they are
continued to direction of existing trend. Excepttbis, they don’'t provide more

information on technicallg®®

%82 Martin J. PRINGpp.cit., p.103.
283 Richard W.SCHABACKEROpp.cit., p.159.

284C. ALEXANDER, op.cit., p.24.
285Y SARI, op.cit., p.167.
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Figure XLl Common Price Gaps

Source: http://stockcharts.com/help/doku.php?id=chart_sthbart analysis:gaps_and_gap_analysi
(08.11.10)

5.17.2 Breakaway Price Gaps

They occur when the prices are broken to trend ¢éin@a formation. These
formations are postponed formations such as deswpnaot ascending triangle
formations that have generally horizontal limitees.?*°

Breakaway gaps stress trend stability that is tdviarbreaking of prices. In
this direction, they give signal to the beginnirigapid price movements. These kind
of gaps refer to purchasing power is higher thdessan the up breaking, they

express opposite situation in the downward breakimghis regard, price breakings,

8 M.SAHIN, op.cit., p.88.
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which are occurred with gaps, show the directiorpraées in a more reliable way
when compared with normally formed breakings (withereation of gaps}’

According to some statistical studies, the clogimges of formed breakaway
gaps vary between 2 months (61 days, the bear méameaking up) with 6 month
(168 days, bulling market, breaking down). Breakawgaps can not close very
quickly. Even after a year, breakaway gaps stithain open. In addition, breaking
gaps on the bull market is bigger than breakingsgapthe bear market. Formations,
which have big breakaway gaps, are shown to bpd#dormance than formations,
which have small breakaway gef3s.
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Figure XLIV Breakaway Price Gaps

Source: http://stockcharts.com/help/doku.php?id=chart stbbart analysis:gaps_and_gap_analysi
(08.11.10)

87 M.SAHIN, op.cit., p.89.
88 Thomas N. BULKOWSKIpp.cit., p.366-368.
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5.17.3 Runaway Price Gaps

Runaway gaps occur in the middle of very rapid eiitcrease or decrease.
These gaps are indicators that confirm the diraatibshort-term trend. In addition,
they refer to strength of trend in the emergingketand they refer to the weakness
of the trend declining marké¥?

Trading volume is generally at normal levels irstkind of gaps. If runaway
gaps become fact on the high trading size (justreethe gap occur, not after), it is
confirmed as an indicator of strength of this trétfd

It is acceptable that, prices will be increase exrdase up to distance, which
is until the gap, after the gap. If two gaps oaduring rapid ascension (or decrease),

the middle of two gaps is considered as the hadfsoensior?*

When breakaway gaps are compared to runaway gapgway gaps much
more easily filled. Breakage may occur at the tateshin 3 months. The latest

closed up breakages which are occurred in bull etartk
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Figure XLV Runaway Price Gaps

289 M.SAHIN, op.cit., p.91.
290 M.SAHIN, op.cit., p.91.
291 M.SAHIN, op.cit., p.91.
292 Thomas N. BULKOWSKIpp.cit., p.369-370.
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Source: http://stockcharts.com/help/doku.php?id=chart_sthbbart analysis:gaps_and_gap_analysi
(08.11.10)

5.17.4. Exhaustion Price Gaps

Exhaustion gaps give a signal to the end of risindeclining. In here, prices
rise but immediately after their rising speed ig¢ emd they meet an intense
resistance. After the gap, price risings meet sgesupply and they reach to high
trading sizes. Although trading size rises, pricgsuldn’t be a remarkable

ascensiof®

After these gaps, a price formation is formed adimmg interval is formed.
After this, prices move towards to trend or oppos$it trend. Even, exhaustion gaps
are frequently found before the “key reversal trelagl” that is expressed to the end

of short-term trend>*
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Source: http://stockcharts.com/help/doku.php?id=chart_sthbbart analysis:gaps_and_gap_analysi
(08.11.10)

293 M.SAHIN, op.cit., p.92-93.
2% M.SAHIN, op.cit., p.93-94.
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PART VI
INDICATORS IN TECHNICAL ANALYSIS

6.1. General Description

Technical analysts begin to develop the new teehramalysis methods,
which process in the form of healthy, consistend astable way, with the
development of technology. These new technical yaisalmethods, which are

developed for trading purposes, are called as atalis in technical analysf&>

The interpretation and plotting of technical gragshiwhich are developed a
number of statistical formulas by taking advantafg@ast prices, has an important
place as well as the interpretation of consistadepcharts and models. Aforesaid
models are called as indicators. The establishnagmt interpretation of these
indicators constitutes one of the most importamtspaf technical analysis. The main
objective of the development of these indicatorab#e to predict the direction of
prices. The establishment and interpretation of itidécators require to a good

knowledge and accumulation of technical analysis.

Technical indicators sometimes are shown with tlstograms or dashed
lines. However, if it is desired, indicators candrawn on the price charts. Every
technical analyst creates their own technical widics under favor of their
experiences and knowledge. Today these processebecaery simple way under

favor of technology, computer and technical analgsiftware packages.

Technical indicators are generated and improvednfdry formula of
determined periods to any property or securitiéistrading volume and price data.
These indicators give a warning signal as a resufirice movements, which take

2% A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 1% Pressjstanbul: Scala
Yayincilik, 2002, p.19.
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place, and these signals give hint to investorsiatie future direction of prices by

their interpreted in the form of buy or sell.

These signals can be evaluated different as atresakperiences gained by
the technical analysts. However, technical indicatavhich are pre-determined and
accepted, have the same meaning and produce tlreessgnals by each investor or

analyst.

In technical analysis; when the time (period) odlgsis becomes shorter, the
possibility of errors on the predictions increasElerefore, the indicators used in
technical analysis can be divided into two sepadsses as a short-term and
medium- term indicators. Short-term indicators ased for to receive the supporting
information to estimate the direction of prices @nely are used for providing short-
term capital gain. On the other hand, medium-tendicators are used for to

determine the trend of stock prices.

While the technical indicators are prepared, pastplata are used. Most of
indicators are established by using the past tgpdolume data with the data such as
opening, closing, highest and lowest price. Weidhie called as mid-price data is
used on some indicators. A large majority of techhiindicators create moving
averages. For that reason to examine and explaimthving average and its usage
for technical analysis should be necessary bef@a@assing of technical indicators.

6.2. Moving Averages

Moving averages are used frequently in the techaitalysis. They are at the
same time consisted to basis of many indicatorsvibdpaverages are consisted the
essence of used trend tracker mechanical systémoving averages is a technique
that used to see a real trend and tendency byrelting to fluctuations, in the other

2% A, OZEKSI, op.cit., p.165-166.
297 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.22-25.
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words it is used for to correct of d&t4.Moving averages are basically three main

functions.

* To determine the trend direction of prices or marke
* To provide determine of main trends by eliminatamgall oscillator that done
by prices in the other words it is a correctiondiion to prices.

« To determine the peak and bottom points of pricgs.

Main function of moving averages in terms of teclahianalysis is that it shows
direction and severity of changes that are cortistduyers and sellers preferences
during the selected periods. In other words, ips&db investors on their buying-
selling decisions by showing to direction of supahd demand, which is created to

fluctuation of price’®

Stock closing prices are commonly used for the watmn of the moving
average. However, the highest and the lowest mfcthe day also can be used
according to preferences of the person. One ofrtbst important problems on the
moving averages is the selection of the period.li&dpperiod may give different
result in each stock or index. For that reason @pyate time period should be

determined for the stock or index by benefitingrirpast price dati*

Usually 5 time interval (period) is used on movangrages at the stock markets.

These are as follows:

Time Intervals Term

5-13 Days Very Short-Term
14-22 Days Short-Term

23-49 Days Medium-Term
50-99 Days Medium-Long Term
100-300 Days Long-Term

2% G, KARASIN, op.cit., p.89.

29 A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.22-25.
%90 G, DAGNINO, Profiting in Bull or Bear Markets , USA: McGraw-Hill, 2001, s.203.
1. OZCAM,op.cit., p.98.

123



Investors, who invest very short-term or tradensegally use very short-term
averages such as 5 days while medium-term invess®ggo 22-50 daily averages.
On the other side, investors who invest long-tarsg to 100 and 200 daily averages
because these averages show trend changes morb.cl®aen the used time
interval is increased on the moving averages, lasais of prices become soft. 200
daily (40 weeks) moving averages are generally osethe main trend analysis and
Dow Theory*®

Meanings of moving averages in terms of technioalysis can be sorted as

follow: 3%

* While a rising moving average refers to stabiliytbe market, a falling
moving average represents to weakness of the market

* Moving averages show to trend of prices in thectete period and moving
averages is a support or resistance level fundbecause they correct to
extreme movements of prices.

« Because they are a support or resistance levetifumdroke down or up of
prices are accepted as a signal of trend chanyjifigle short-term moving
averages are passed by the prices are a signiabtbterm trend changes, to
breaking of long-term moving averages is a sigrfamain trend change.
Also, to start the changing of the direction of nmgvaverage is accepted a

signal of a trend change.

200 daily moving averages are used frequently i Oteory and main trend

changes. Also it is an indicator that used by lterga investors in ISE. Granville is

302 A, OZEKSI, op.cit., p.170.
393 M.SAHIN, op.cit., p.135-136.
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ranked in 8 basic rules for using of 200 daily nmgviaverage®* These are as

follows:

« If 200 daily moving averages straight line is #atd or risen after the
previous falling and stock prices are broken upaterage, this is an
important buy signal.

« If 200 daily moving averages are below the averaigprice while average
straight line rises, it is a chance for buying.

» If stock prices is on the 200 daily moving averagaight line and it closes to
average straight line by falling and then it raiggain this is a buy signal.

» If the stock price rapidly falls and it is below260 daily average straight line
stocks can be taken for this short-term rising.

« If 200 daily moving averages straight line hastéiaéd or begun to decline
after the previous rising and stock prices are &notown to average, this is
an important sell signal.

« |If the price is above to 200 daily moving averagidle average straight line
declines, it is evaluated as a sell signal.

» If the stock prices is below the 200 daily movingeieage straight line and it
closes to average straight line by rising andli$ fagain this is a sell signal.

» If the stock price rapidly increases and it is abde 200 daily average

straight line stocks can be sold for this shontateleclining.

Moving averages are the most used and most religislenical indicators. In
summary, technical analysts recommend to takerk stogroperty on the moving

average methods to following cases:

« If the moving average chart is flattened and stpgke pass to upward to
moving average,

» If stock price cut to downward to motion chart lihat is risen,

304 Joseph E.GRANVILLEA strategy Of Daily Stock Market Timing For Maximum Profit, USA:
Prentice -Hall, 1969, p.237-238.
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» If stock price first declines while it is on the wiog average chart line but it
begins to rise again without any contact with time,| these situations are

evaluated as buy signal.
Technical analysts recommend to selling for thiofaing situations:

» If the stock price passes downward to chart linkilevthe chart line goes
parallel with the horizontal axis,

» If the stock price passes to upward to moving ayesdraight line that tend to
be falling

» If the stock price is below the moving average thiae then it begins to
increasement and it falls again without reach ® thoving average, these

situations are evaluated as a buy signal.

Moving averages generally are classified as thradgspaccording to their
calculation methods. These are simple, weightedexpebnential moving averages.
Recently, triangular and variable moving averagesasso used. But these averages

were not explained because they are not used more.
6.2.1. Simple Moving Averages

All values in the selected time period has the samp®rtance in this moving
average method. For example, at the calculatid2ataily simple moving averages,
the last 22 day closing price values are colleatsd the resulting values are divided

to 22 and the result of division 22 daily movingeeages are calculated.

Although simple moving averages are the most contynosed, it can be
incorrect results on the long-term calculationsaose it gives to same importance to

data that are placed in the periSud.

395y SARI, op.cit., p.6
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6.2.2. Weighted Moving Averages

The aim of this method is able to calculate to avimg average that is

reduced the importance of early days of data anehgiveight to recent data.

Weighted moving average calculation is very simpler example 5 daily
weighted moving averages calculation is like thig last day’s data multiply by the
5 then the fourth day’s data multiply by the 4, thied day’s data multiply by 3, the
second day’s data multiply by the 2 and the fiesf’sl data multiply by 1. After this,
all of these results are collected. These valuesdasided by the 15 (1+2+3+4+5),

which are multiplier values, so 5 daily moving aages were found.

Critic can be done that this calculation methodlissegarded to early days
and this method is ignored to relation between diast price and early day price of
the period. In addition, although this method isrseore meaningful than the simple
moving averages and this method gives more efeeatesults on the short-term
moving averages, it should not be overlooked thist ¢alculation may be increase

the rate of incorrect resulf&

6.2.3. Exponential Moving Averages

Exponential moving average is a moving averageutation method that
although they give more importance to the last déysy do not neglect the first
days. Although its calculation method looks like rem@omplicated than the other
two methods, it is a method that its calculatiomad hard to do because it is an
approach that the first stage of its calculaticerathe calculation of simple moving

average, make addition on it.

After determining the period used this method, apoeential factor is
determined. This multiplier is calculated by divigithe number of two to selected
period. In this method the number of two is fixataall exponential values are

obtained by dividing number of two to selected periHowever, exponential factor

3% A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.37-38.
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Is calculated 2/n+1 (n is the selected period)diyes technical analysts. For example
for 5-day exponential moving averages, the expaalentultiplier is 2/5=0.40; for
50-day exponential moving averages, the exponentidlkiplier is as calculated
2/50=0.04. According to 2/n+1 approach for 15-dapomential moving averages,

the exponential factor is calculated 15+1=16, 2(1625.

Moving averages are calculated in different waysaatendency, but in
practice they show small differences. While simpleving average is more remote
crossing to price chart, on turns their encounté ¥he price chart is late and they
give signals too late. Weighted moving averages gieg signal very early even the
sudden movements of prices because they come dosest days’ prices. The
differences between the averages is less on thételm period, on the other hand

the differences between them may indicate a ndileéenprovement®®’
6.3. Bollinger Bands

Bollinger bands were developed by John BollinJérBollinger band
(moving average channel) is rather than a techniwdicator, it is created with
moving averages, prices are showed to oscillatibin gertain limits and these limits
are used as a trading band and when these lineitsx@eeded, they gave a signal that
prices will continue in the direction is its divdiento bands.

Sum up the calculation of Bollinger band, it isatdéted as it is described
using the moving average. Moving average, whiclh lvélused on the calculation of
band, is calculated to obtained mid-price thabitected to the day’s lowest, highest
and closing price and the result divided by thee¢hrMoving average in selected
period is calculated each day’s mid-price. JohniBgér is used to 20-day moving
average as a period for calculating to moving ayerafter selecting to period,
standard deviation of period is calculated. Narnoareexpansion of lower and upper

7Y SARI, op.cit., p.6
398 John J. Murpy, Gérsel Analipp.cit., 5.99.
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bands depends on the standard deviation. Accelefaiee movements make to
expand of band, on the other hand the band narfws.

Usage and interpretation of Bollinger band is e@llinger bands are used
in two ways by traders. The bottom line of bandassidered as support point for
prices and when prices reached to this point, @veluated as purchase opportunity.
Upper line of band is considered as resistancet @wd when prices reached this
point, it is evaluated as sales opportunity. In skeeond method it is expected to
prices break to bands from the bottom and up. Blge lin here, a big trend will
begin to the price break with band in a directibms assumed that prices are in what
direction the Bollinger bands broken, the pricesyement continues in that direction
and prices are in which direction the bands brokeosition is taken in that

direction3°

[ Bollinger Bands = Moving Average = Input

Mar 01 Apr 01 Many 01 Jun 01 Jul 01 Aug 01

. y

Figure XLVII Bollinger Bands

Source: http://support2.dundas.com/OnlineDocumentation/sabi2005/bollinger.html(01.12.10)

%99 Robert W.RoberfThe Encyclopedia of Technical Market Indicators,2" Edition, USA:
McGraw-Hill, 2002, p.114.
310 A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.37-38.
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Interpretation of Bollinger bands can be summartzeefly as follow>'*

* Gradual and sudden increasement of Bollinger bandssignal of important
price changes. This is the most important one dmodild be considered as
characteristic of Bollinger bands. Although it wdlle hard to predict what
direction prices, the direction of prices can bdinested using other
indicators such as MACD.

* Going out of prices from the Bollinger band is gnsil that prices will go on
to the direction at the Bollinger bands’ brokenmtand this is evaluated as
buy signal.

« During the ascension trend, to back into the bdtet ¢he prices is peak by
moving out of the band and when the second peattipea into Bollinger
band, it is interpreted as a signal of trend i®esd into falling tendency and

this is evaluated as sell signal.
6.4. Short-Term Technical Indicators

Short-term technical indicators are used for skemtz trading in technical
analysis. When analyzed data periods become sherter rate may be higher than
long-term analyzes. Because during the day pricesery active and investors may
be affected positive or negative news even the raa@ssmallest. Therefore, when
analyzing short-term technical indicators, it slibog on the safe side.

Short-term technical indicators cover a few daysapO day periods that are
used depending on the time. Short-term techniaitators can be calculated from
closing price, the lowest or the highest pricealested time period.

The most important factor that should be considesedthe short-term
technical indicators is prices play along with timelicators. Also, incompatible
movements between them should be considered. ¢ tiseinconsistency between

311 M.SAHIN, op.cit., p.135-136.
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price and indicators’ peak and bottom points giveignal that prices are fit to
direction of indicator after a short period of time

As selected period is shorter in technical analysisndicator produces more
to buy or sell. This has both advantage and dis#dga. The advantage is; investors
have the opportunity to catch the peak and bottamtp. The disadvantage is;
investors have more risk. Failure increases. Howekiese indicators are commonly

used indicators by traders who invest short-term.
6.4.1. Momentum Indicator

The concept of momentum was examined first in VéeMgilder's 1978
printed book that was named as “New Concepts itiieal Trading Systems”. It is
the most widely used indicators by technical artalgsd investor due to the fact that

it is an indicator that simple also it can be useth trend and horizontal markéts.

Momentum indicator can define as speed rate or aftprice change¥:
Momentum reflects to exchange between the curreoe mnd n days before price.
Momentum indicator is commonly used by technicallgsts because it formulated
in pace of price change, trend’'s power and speeomé&htum indicator can be
calculated with closing price, moving average vatweprice change percentages.
Indicator that is calculated with price change patages also called as rate of price
change and it is followed as a separate indicdiat is called as ROC (Rate of

Change).

Momentum can pre-show price changes because it m@sgoday’s prices
with past prices. It is served as an early warmncator because it is a short-term
indicator. Points that trend return up or down barpre-determined by monitoring to

momentum indicators-*

Computation of the momentum indicator is easy. kdans as follows:

%12 A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.27.
313313, KILICAY, op.cit., p.145.
314Y SARI, op.cit., p.61.
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Momentum= Current Closing Price / Previous Clostnige*100

The reference value of the indicator is 100. Thiseutral value of indicator.
In general, the calculation of momentum is usedlP0and 14 daily values for short-

term and it is used between 20-28 periods for l@mgr calculation.

When momentum indicator upward breaks to 100 rafareline, it is
estimated as buying signal and when momentum itaficait down to 100 reference
line, it is estimated as sell sigrfa?.

If momentum indicator is above the 100 reference,lthese show that prices
are increased according to the n day before. If erdom indicator is above the 100
reference line but it has decrease tendency, thist®n expresses to prices are
closed to n day before values but prices are higiaar the n day before values. If
momentum indicator is below the 100 reference énd it has decreased tendency,
this situation expresses that prices are lower thann day before values and it
gradually decreases below in this leV8l.

Application method of momentum indicator can beelilsas follow:

« If the indicator cut up to 100 reference levebkitonsidered buying signal and
if the indicator cut down to 100 reference levasitonsidered as sell signal.

e Indicator can be used as excessive buying andngelindicator by
determining to two levels that are placed belowmthe 100 reference level.

e If indicator cut up to short-term average, it ieds®s buying signal and if the
indicator cut down to its short-term average, ised as sell signal.

* The last application method on the indicator isidréines. It is possible to
obtain information about the direction of pricesdrmawing to trend lines on

the momentum indicators. To break of ascensiondtmm the indicator is

315 A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.152.

316 Robert W. COLBY The Encyclopedia of Technical Market Indicators 2" Edition. New York:
McGraw-Hill, 2003, p.401
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used as sell signal and to break of descendingl tliee is considered as

buying signal.

Momentum
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Figure XLVIII Momentum Indicator

Source: http://www.onlinetradingconcepts.com/TechnicalArsggyMomentum.htm(01.12.10)

6.4.2. Relative Strength Index (RSI)

Relative strength index was developed by J. Wallesler. This indicator
was first explained in Wilders’ 1978 printed bodiat named “New Concepts in
Technical Trading Systent’’ Relative strength index is an indicator that réinea
to share’s own strength as well as momentum inBejative strength index can be
summarized as comparing between the past dayscespise and decreased days of

prices.

Relative strength index is a short-term indicatod at is an important
indicator that shown to short-term direction chanB&Il is an indicator that
controlled to short-term excessive ascension addcteon movements. Indicator

shows to oscillation between 0-100 values. Itke la price oscillation indicator. J.

317 Martin.J. PRINGpp.cit., p.211.
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Welles Wilder was determined to 70% area of indicéd excessive buying region
and 30% area of indicator is excessive sellingoegb0 level of indicator is a level
that balanced of power. Indicator gives importahtes on the short-term trend

changes. Mathematical formula of this indicatofalews:>*2
RSI=100- 100/ (1 +RS)

RS =AG/AL

AG = Average Gain over RSI Period

Gain = Price - Price.x (when Price > Price.x)

AL = Average Loss over RSI Period

Loss = Price.x - Price (when Price < Price.x)

X = Momentum Period

Number of days (period) is determined before tHeutation of the relative
strength index. Wilder was advised that this peli®ds 14 day. However, it is
possible to use longer or shorter periods. When rtbmber of days becomes
decrease, indicator is more sensitive but dependmghis, the number of faulty
signal is increased. As period is selected londke reliability of signal is

increased™®

%18 Robert W. COLBY pp.cit., p.610.
319 A. ATESEN, op.cit., p.58-59
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Figure XLIX Relative Strength Index

Source: http://www.onlinetradingconcepts.com/TechnicalArsidyRelative Strengthindex.html
(01.12.10)

RSI indicator can produce to incorrect signals fitome to time although it is
a successful indicator. Although this indicatortstd to rise, prices can go down for
a while or although indicator turns to downwardc@s may continue to rise upward
for a while. If indicator is creating to erroneaignals very often, erroneous signals
can be reduced by changing to period of indicaarch errors are usually shown
when the indicator passed to 30 and 70 |&PdFinally, to get the best performance
from indicator, indicator should be used on hortabmarket and excessive buying

and selling signals should be taken into account.

320y SARI, op.cit., p.82-91.
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6.4.3. Stochastic Indicator

This indicator was developed by George L&{eStochastic indicator is used
very common by traders who trade in short-term queriThis indicator is an
oscillation indicator and it is an indicator thagtekrmines to excessive buying and

selling regions of prices.

Stochastic indicator is based on the relationstepvben current closing
values with n. day’s the highest and the lowesti@alhe same logic is used on the
RSI. The difference between them is that; althoogimentum is measured on the
RSI, two curves that are called %K and %D valueswumed on the stochastic and
according to positions of these curves analystsdatermined to prices’ excessive
low or high®??

Stochastic indicator is drawn to two lines thatilesting between 0 and 100
values. Values refer to percentage change. A pesiumlild be determined on the
stochastic indicator. George Lane was proposeddayperiod for %K, also he was

proposed to 3-day simple average for moving aveoégeis value’?®

The first value on the calculation of indicatorcalled as “%K period” and it
is plane state of the indicator. Defined as “%knshg period” is a moving average
that is used for correct to %K term. %K slowingipéris drawn on chart with bold
solid lines. The second indicator is named as “%bgal” and it is moving average
of %K slowing period and it is drawn with indicatdr is shown on the charts with
more subtle or discrete lines. It needs to threarsge values such as 5, 3, 3, or 15,
5, 3 because it is calculated from three differeays. The first value is the number
of selected day. The second value is the averagfes®awing period) and the third
value is the mean of the average, in other wordgvias to %D value. The average
number that will create %D line should be smaltemt the average number that will

%21 Mark L. LARSON.Technical Charting For Profits. USA: John Wiley & Sons, Inc., 2001, p.122.
32 A, MERGEN, Kurtlarla Tango ( Stiper Teknik Analiz ). 1% Edition Istanbul:Mergen Yayinlari,
1993, p.139-140

33 M. KATLANDUR, Borsada Basari 1°Edition. istanbul:Ekin Matbaacilik, 2001, p.232-233
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create %K slowing period. The formula of the st@titaindicator and calculation for

5-day is given as follow:

%K = (Current Close - Lowest Low into 5 Day)/ (Hegt High into 5 Day- Lowest
Low into 5 Day) * 100

The indicator that is placed to above formula istFtochastic Indicatdf*

If the indicator curves pass to 80 levels on thgeupegions, it is evaluated as
excessive buying region and if the indicator cureeme under to 20 levels, it is
evaluated as an excessive selling region. Thdseware generally accepted values.
These regions can be determined lower or upper@iogpto analyzed stocks. The
interpretation of this indicator is divided intdasic method¥>

The first method for the interpretation of the $tastic indicator is boundary
lines that are drawn on the upper and lower reganthe indicator. To reach of
stochastic indicator to 0 and 100 values is posstiliation. To decrease in the zero
level of stochastic represents to closing prices the lowest price level in the
selected period. To come out of stochastic fromltb@ level refers to closing prices

are reached to the highest level in the selectadghe

The second interpretation method is, to intersette® %K and %D curves. If
%K curve cuts up to %D curve, it is accepted adgrigugignal and if the %k curve

cut down to %D curve, it is accepted as sell signal

The latest method is non-compliance analysis. Resihon-compliance
between prices and indicator is evaluated as pmgksncrease and negative non-
compliance between prices and indicator is evatlate prices will decrease for a

while.

324y SARI, op.cit., p.36-38.

35 M.SAHIN, op.cit., p.173.
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Figure L Stochastic Indicator

Source: http://www.investopedia.com/terms/s/stochastictecit.asp(02.12.10)

6.4.4. Commodity Channel Index (CCI)

Commodity Channel index indicator was developedoyald Lambert and
it was introduced Commodities magazine in Octo#801 Although Lambert was
developed this index for using in the commodity kets, this indicator is used in a
way quite successful on the stock mark&tLambert was observed as a result of
lengthy investigations on the commodity markets;g® are again returned to their
lowest levels after their ascension every twentysdaambert has been determined
to approximately 11 days of this time is ascensamd the other 11 days are
decreased days. The result of this detection, Lamiw@s been developed CCI
indicator that is calculated 11-day period. Howev@mbert has been recommended

to using of this period between 5 and 25 days 0f i@dicator due to 11-day period

326 John J. MURPHYTechnical Analysis of the Future Markets op.cit., 5.237.
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do not fit to all the time for all commodity markand stock. Usually 20 daily
periods are used on the indicator for stock agtlaphic programmes.

The reference values of the indicator are -100 &b@0. Indicator usually
moves between these reference values. If the itwlicgs the +100 level, it is used
as buying region and if the indicator declines helbe -100 level, it is used as

selling region.

Commodity channel index can be calculated fromietpprices also it can be
calculated at mid-price that is found by collecttagthe day’s lowest, highest and
closing prices and founding result is divided bgeth The aim of the calculation of
indicator is; try to find the difference betweerices and their simple average. In
addition; deviation of simple moving average is dusier calculation of the

indicator®?’

General formula of the CCI indicator is given bel@woefficient of 0.015 in
the formula is used in all calculations as the damd>*®

Typical Price= (The Highest Price of a Day + themMest Price of a Day + Closing
Price) / 3

Deviation= Typical Price- Moving Average of Typidatice
Deviation Average= Total Deviations / Period
CClI= Deviation/ Deviation Average *0.015

The biggest problem on the short-term indicatorshsas CCI is period.
Although 20-day period is used on the graph prognasfor CClI, it is possible to
use different periods. To extend the period mayl leasignal delay and to keep
period short can lead to take to unnecessary biligigaal. For that reason, the best

way to find the appropriate period is to test ba@ids on analyzed securities or

327y SARI, op.cit., p.51-55.
328 Robert W. COLBY pp.cit., p.610.
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stocks to indicator with the different values. Téhare few comments of the indicator

method.

* +100 and -100 values are used as a reference waldke indicator. If the
indicator passes up to +100 values, it means tte@gssive buying region and
this situation gives to prices are immediately wiktnt back. On the other
hand, if the indicator passes in to -100 valuespetans that it is excessive
selling region and this situation represents togeican immediately returned
up.

* The other method is related to using of O referdmee If the indicator cuts
up to O reference line it represents to buy sigmal if the indicator cut down
to O reference line it refers to sell signal.

* Another method is incompatibility between pricesl andicator. Detection
and interpretation to incompatibility on the indmais like to RSI and
Momentum.

* The last method is using indicator by drawn to drénes on the indicator.
Here, broken of trend lines are used for buying selting. In other words;
when the ascension trend that drawn on the indidatdroken, investors

should sell and when the downtrend is broken, évisluated as buy sign&f

Commodity Chanmnel Indeaex (CCIl)
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Figure LI CCI Indicator

Source: http://forextradingstrategiessystems.com/tag/redasitrength-index(02.12.10)

39 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.129-130.
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As a result, CCI indicator is able to provide swstel results on the stock
markets and especially periods that are horizoptadle movements. However,
appropriate periods should be found to analyzedkstwr securities for taking
advantage of the indicator. To note that thisdathr is short-term indicator and it

gives buy/ sell signal by taking into account sherm price change¥?
6.5. Medium-Term Technical Indicators

Medium term technical indicators are indicatord @ used for determining
trends, which are started from one month up toaa.y®asically their structures are
similar to each other. Some of these are callettessl-following indicators due to

used to determine to medium and long-term trends.

These indicators are not affected from small pnme/ements such as short-
term technical indicators due to prepared with lergn data. Therefore, their
reliability is higher than the short-term indicaoHowever, these indicators can be
late to catch the bottom and the peak points dyedpare the long term data. Return
signal comes to a certain delay in medium-termdaidirs. Although this situation is
seen negatively in terms of trading timing, it ispasitive situation in terms of
determining the direction of price and reliabilitdedium-term technical indicators
progress by displaying up and down oscillation araais. If the indicator is up to
this axis, it refers to prices are medium and legxgn ascension trend and if the

indicator is down to this axis, it represents fhrates are downtrend.

Medium-term technical indicators are often usechwiite daily charts; they
can also be used with the weekly and monthly chiidsvever, in case they are used
with the weekly and monthly charts, analyzed pertwuld be shortened to get
successful results!

330 A OZEKSI, op.cit., p.238-245.
331y SARI, op.cit., p.95.
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6.5.1. MACD Indicator

MACD indicator that is one of the most stable irdars of technical analysis
was firstly developed by Gerald Appel in 1979 MACD word is shortening of the

“Moving Average Convergence/Divergence”

MACD indicator is both reflects to the relationshyetween the moving
averages and carries to principles of the somdlatecs. With this aspect, MACD
indicator is both trend follower indicator andstan oscillator that help to determine
to excessive buying and selling region. Anotherratiristic of the indicator is that
it is used to detect inconsistencies. MACD withstiheharacteristics is very common
used by the technical analysts. Its reliabilityhigher when compared to other

indicators and it is an indicator that used foed@ine to medium-term trerid

MACD indicator is based on the moving averages. NDA@dicator is
obtained by comparing to two exponential moving rages. One of the most
important features of MACD indicator is used to emential moving average on its
calculating. One of the moving averages is 12 daitg the second is 26 daily
exponential moving averages. MACD indicator is oidd by subtracting from 12

daily exponential moving averages to 26 daily exgrial moving averages.
MACD indicator formula is as follow&*

MACD= (12-Days Exponential Moving Average) — (263yB8aExponential Moving

Average)

When two moving averages cross to each other,nthieator value is 0. In
the case of indicator passes up to 0 value, MACIpositive, and in the case of

indicator passes down to O value, MACD is negafiNeaus, the MACD indicator is a

332 . PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.100.
333 John J. MURPHYG6rsel Analiz, a.g.e., s.130.
%34 Robert W. COLBY pp.cit., p.412-413.
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indicator that fluctuating around the 0 line. Thexeo upper value and lower value

limits of the indicator.

From these explanations, when MACD indicator turapdo its direction by
doing bottom, we should buy and when MACD indicatoned down to its direction
by doing top, we should sell. However, in practites not possible to do this.
Indicator can change its direction after a day.ateAppel has designed a curve to

solve this problem. This curve is called as “trigge

This curve is used to buy/sell signal on the indicaTrigger curve is
calculated by taking to 9-day exponential movingrage of calculated MACD
curve. Fast- moving curve is MACD curve (line) aidw-moving curve is Trigger
curve (signal curve). MACD curve is shown with steaight line and Trigger curve
is generally seen with the dashed line. Intersegtadts of this curve are accepted as

buy/sell signal. Indicator formula as follows:
MACD= EMA (12) — EMA (26)
Trigger = 9-Day Exponential Moving Average of MACD

K= 2/ (n+1) formula is used as exponential factor the calculation of
MACD indicator. "n” value in this formula represento number of day*° If both
MACD curve and Trigger curve cut up to zero axiss ievaluated as buy signal, and
both MACD curve and Trigger curve cut down to zesas, it is evaluated as sell

signal.

Some analysts use MACD indicator by drawing infthren of histogram line.
The difference between MACD and Trigger is drawntba chart on histogram
method. If the histogram is up to zero MACD is piesi and if the histogram is

335 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.101-104.
%36 |MKB. Sermaye Piyasasi ve Borsa Temel Bilgiler Kilavuzu5" Edition. istanbuliMKB
Yayinlari, 2000, p.526.
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down to zero MACD is negative. On the positive &iton it is evaluated as buy

signal and on the negative situation it is evaldia® sell signat>’

MACD
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Figure LI MACD Indicator

Source: http://www.onlinetradingconcepts.com/Technical ArsagyMACD.html(03.12.10)

MACD indicator can be used in four points by theht@cal analysts. Usage

methods are listed belot®

If slow-moving MACD curve cuts up to zero curvemieans buy signal and if
the slow moving MACD curve cuts down to zero culiveyeans sell signal.

If MACD curve cuts up to Trigger curve, it repreteto buy signal and if
MACD curve cats down to Trigger curve, it represenotsell signal.

If MACD indicator makes bottom, it refers to buysal and if the MACD

indicator makes peak, it refers to sell signal.sThiethod is applied by
comparing to previous peak and bottom levels amkeances of technical

analysts due to this method has not got to exaessiy and sell region.

337 John J. MURPHYGorsel Analiz, op.cit., p.132-137.
338 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.107-108.
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« The last usage is to predict the possible trendrmet by detecting to
incompatibilities between indicator and prices. \Whenegative
incompatibility is occurred on the indicator, itesaluated as sell signal and
when positive incompatibility is occurred on thelizator, it is evaluated as
buy signal.

6.5.2. Price Oscillator

Price oscillator is an indicator that calculatedtéking differences of moving
averages of prices and it is shown a single curvéhe chart programmes. Indicator
is created a single curve by comparing the diffeesrbetween short and long-term
moving averages. This indicator is used for deteimgi short and long term trend

according to selected period.

In generally, the calculation of this indicator ggvpercentaged changing of
short-term moving average to long-term moving ageralLong-term average is
occurred to zero axes. Curve that is on this axshiort-term moving average. The
locations of two averages to each other deternartbe direction of trend according
to selected period. If indicator is below “0” axismeans that short-term average is
on the long-term average and if the indicator isap0” axis, it means that short-

term average is below long-term average.

Indicator is calculated by two methods. First,akig the difference between
two average and second, indicator is taken as pexged. The formulation of

indicator as below:

Price Oscillator= STMA-LTMA

Price Oscillator Percentage Changing= [(STMA — LTMATMA)]x 100
STMA: Short Term Moving Average

LTMA: Long Term Moving Average
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Different periods can be used on the calculatiomdicator. Generally; 1 day
for short-term period and 25 days for long-termiqueris used on the chart
programmes. Usually, 1/3 rate is used for rate betwtwo averages. For example if

short-term period is 14 days, the long term peciax be use 42 days

The interpretation of the indicator is simple. Hetindicator cuts top to
bottom to “0” reference line, it is evaluated aE@s are fallen according to selected
period and if the indicator cuts bottom to up té f€ference line; it is interpreted as

prices are increased.

Another method for the interpretation of the indacas to decide to buy/sell
according to bottom and peak points that is createdhe past by indicator. This
method is usually used by investors who invest adionm-term. For buying signal
bottom level or levels that is done in past by @atlor is waited and if indicator
closes and turns up to this level or levels itvaleated as buy signal. For selling
signal peak level or levels that is done in pastriglycator is waited and if indicator

closes and returns it is evaluated as sell siffial.
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Figure LIII Price Oscillator

Source: http://www.onlinetradingconcepts.com/TechnicalArsagyPrice Oscillator.htm(03.12.10)

339y SARI, op.cit., p.95-97.

340y, ERDINC, Borsada Analiz(Yatirima Pjikolojik Hazirlik, Yontem Secimi, Strateji ve
Basari. 1°Edition Ankara:Siyasal Kitapevi, 1998, p.200.
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6.5.3. Parabolic SAR Indicator

This indicator that is known as parabolic time/prgystem was developed by J.
Welles Wilder. In shortly it is known as paraboB&R. SAR is the shortening of
“stop and reversal” words. This means that closihgurrent getting position and
again gets position aback. Parabolic word comem fview that price chart is
similar to parabola. This indicator is shown in them of points on the price chart.
This indicator was first planned as a trading syseend according to this design;
indicator is based on continuously position tramsgimn principle3*

This indicator was developed for markets that warert selling. Indicator is
based on to detecting stop loss levels that aermeted on prices for taking stock
and float share. Indicator is used for verificatimncurrent trend and approve to

signals of other indicators on the markets thaewst short selling*?

Parabolic SAR is calculated on the day’s lowest lsigiest price values. Wilder
benefited from day’s the lowest and highest valugl acceleration factor. Wilder
has said that the most appropriate value is 0.02doeleration factor. Indicator is

calculated different for buying and selling posito

The interpretation of this indicator is simple. T8tep level is shown in the form
of points on the price charts. The terms that goamé below to price charts represent
to ascension market and the terms that points préo yprice charts represent to
recession market. The important thing on the irtdice to find points that intersect

of stop loss points to price chaft.

%1 A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.116-117.
%2, KILICAY, op.cit., p.183.
3y, ERDING, Yatirimci ve Teknik Analiz Sorgulaniyor, op.cit., p.564-565.
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Figure LIV Parabolic SAR

Source:
http://www.onlinetradingconcepts.com/TechnicalAsadyParabolicSAR.html
(03.12.10)

6.5.4. Directional Movement Indicator (DMI)

This indicator that was developed J. Welles Wilgean indicator, which
aims to give information about to direction of mment and strength of the market
index. This indicator is used for determining thentd and filtered wrong signals that
are given by indicator” DMI indicator is an indicator that is able to sholearly
to which stage of trend, direction of trend and strength of trend. DMI indicator
includes many derivative indicators such as DX, ABROXR, +DI, -DI and DIS.
These indicators get on the DMI calculation stagd they are used for different

aims. These indicators are used with to each athether indicatoré®®

DMI indicator is an indicator that has the chareste of trend follower and
trend determiner. Indicator can take positive agatiée values. Positive indicator is
shown as +DM and negative indicator is shown as —-@ivthe chart programmes.

Wilder recommends to 14-day period on the calooatof this indicator and

%44 Robert W. COLBY pp.cit., p.212.
35 A. OZEKSI, op.cit., p.309.
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however different periods can be determined forhesiock. The day’s lowest,
highest and closing value is benefitted from thiewation of indicator. +DM and —
DM are shown on the same plane. If +DM increasbs, direction of price
movements is upward and if +DM decreases, -DM emeand the direction of price

movements downward.

+ DI (Directional indicator plus) and -DI are threkthe two most using sub-
indicators of the DMI indicator on the chart pragraes. +DI and —DI is usually
shown on the same plane. These indicators show stamarket under the influence
of which direction of movement and they move adatoseach other. +DI shows
increasement of stock or market's upward trend. sBbdws increasement of the

stock or market's downward treiitf

DX (Directional Movement Index) moves between O ab@0 values.
Indicator just gives information about the speednofvement. DX rarely uses
because it is too fast. Instead of this, ADX (AwggraDirectional Movement)

indicator is used.

ADX indicator is usually calculated by taking 14ydaoving average of DX
indicator>*” ADX indicator shows speed and strength of the mmemt direction of
the stock or market. ADX moves between 0 and 100ega This indicator is used
for determine to which indicator should be used #énsl not used single for buying

and selling. This indicator just measures to stiengthe price movementé®
The functions of DMI indicators can be summarizedaows:

* +DIl and -DI is detected on the periods that wereany trend, any strength
and the direction of trend. If +DI indicator cutp to —DI indicator, it is
evaluated as buying signal and if it cuts downo mdicator, it is evaluated

as selling signal.

3% A, PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.160-164.

%7 A. MERGEN, Kurtlarla Tango ( Stiper Teknik Analiz ). 1% Edition Istanbul:Mergen Yayinlari,
1993, p.364-366.

%8 John J. MURPHY@G6rsel Analiz, op.cit., p.143.
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» If ADX is below than 20 levels, it means that marsa’t any trend. If ADX
is up to 20 levels, it is evaluated as the begigihnew and strong trend.

*  When the ADX is up to 20 levels, the trend follovirdicators are used and
when the ADX is below to 20 levels, short-term essiee buy/sell regions

are used?®
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Figure LV Directional Movement Index

Sourcehttp://club.ino.com/trading/2008/09/traders-tooldmw-to-use-the-directional-movement-
index/(03.12.10)

6.6. Indicators that are used on the Trading Volume Anasis

Trading volume is an analysis tool that gives infation about whether stock
or market will continue on the direction of movernehnligh trading volume
represents to current price movement will go on land trading volume refers to
current price movement will be end. For that reaswading volume must be

supported to direction of trend and the directidntrend movements should be

%9 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.178.
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increased or not fallen. The other situations aauated as a harbinger of a trend

change in technical analysrs.
6.6.1. On Balance Volume (OBV)

OBV was developed by Joseph Granville and it westlyi explained in his
book that is named “New Key to Stock Market Préfils1963>°* Indicator is based
on comparing with trading volume and price moverse®BYV indicator is the most
frequently used indicator in trading volume anays$ndicator is used to determine
whether cash inflows on the stock. If OBV indicaitacrease, it means that there are
cash inflows and if the OBV indicator is declinat,means that there are cash

outflow.

OBV indicator usually displays parallel movementghwthe price charts.
Changing on the OBV indicator is emerged beforegpaharts. It means that; if the
indicator increases prices will increase and if theicator decreases, prices will
decreasé>? The theory in here is; when knowing investors begi take the stock,
OBV increases and with the starting to increasern&@BYV, small investors begin
to enter into the market. At this stage, OBV eveamarincreases and after this prices

move higher.

Point to take into account on the usage of thecatdr is inconsistency that is
occurred between prices and indicator at the botnthpeak points of the short and
medium term trends. Inconsistencies are evaluatdpramise sign of trend

changes™?

The other method is that it is used for the intetgtion of indicator to

predetermining of trend changing signal by drawimg¢rend lines. Broken of upward

30 A OZEKSI, op.cit., p.345.

%1 John J. MURPHYGérsel Analiz, op.cit., p.63.

%2 Martin.J. PRINGpp.cit., p.431.

¥3Y. ERDING, Borsada Analiz(Yatirima Pjikolojik Hazirlik, Yéntem Secimi, Strateji ve Baarl.
op.cit., p.165-166.

151



trend that is drawn on the indicator is evaluatedsall signal and broken of
downward trend that is drawn on the indicator eatdd as buy signaf!

For using this indicator in the form of reliabiljtirading volume should be
comparable with the past. This indicator is usedvéification of trends. Finally, if
the OBV indicator falls immediately, this situatishow that sellers are strong and if

the OBV indicator increases immediately, this gibrashows to buyers are strong.

On Balance Volume
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6.6.2. Money Flow Index (MFI)

This indicator was developed by Chaikin. It is adicator that is aimed to

measure strength of money inflows and outflows §suaning on the upward days

%4 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.184.
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money inflows are occurred and on the downward dansey outflows are

occurred.

The calculation of MFI indicator is quite easy ¢ialculation looks like RSI
indicator. Difference between them only tradingwoé is added while MFI is
calculated. Firstly period is determined. This périis usually 14-day. MFI

formulation is as below?®

MFI= 100- [100/1 (1 + Money Ratio)]

Money Ratio= Positive Money Flow / Negative Mon&w~(on specified period)
Money Flow= Typical Price x Trading Volume

Typical Price= (The Lowest + The Highest + ClosiAgce) / 3

Values except of money flow are fixed and they thletween Oand 100
values. 20 and 80 levels are accepted as refemaiues. If indicator is up to 80
levels, it refers to excessive buying and if intiicaomes down to 20 levels, it refers
to excessive selling. If indicator turns up whilelown to 20 levels, it is evaluated as

buy signal. If indicator passes to 80 levels, gvaluated as sell signal.

35 A, OZEKSI, op.cit., p.353-359.
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Money Flow Index
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PART VII
EMPRICAL ANALYSIS
7.1. Purpose of the Study

The main idea of the technical analysis is basedhamh stock prices are
moved with to trends. Contrary to efficient marketpothesis; when the new
information is released on the market, this infaiorais not learned by everyone at
the same time. The new information reaches fifr$b @ll market professionals and
aggressive investors then it reaches to majoritythef investors. The analysis,
interpretation and correct react of this new knalgke by investors don’t occur
immediately, it takes place gradually over timeatidition, it is not possible that all
investors know and apply fundamental, technical atier type of analysis. Even
assuming that investors know all analysis, it ifiagilt to make same comment
during same period of time. Finally, there may keessive or inadequate reaction.
All these are typical examples of deviation fromrked efficiency.

Investors could learn market moves how and to whdickction and market
gives which signal in the direction of buying oilisg with the help of technical
analysis applications.

Technical analysis indicators have an importarg nolterms of determination
of buying and selling times and when doing to praselysis of stocks, foreign

exchange, commodities and future contracts.

The main purpose of the study is to investigate tiadrehigher return has
been obtained as compared to simple “buy and hsildtegy by using to Bollinger
Bands to determine stock selling and buying timHBserefore, tests were done

retrospectively by using stocks’ historical data

155



7.2. Hypothesis of the Study

According to efficient market theory; in weak ei@iot markets future price

movements cannot be predicted by using past praements.

In such a market, it is not possible to obtain &bthe average return on the
market by using any mechanical trading rules. Tioeee in accordance with the
purpose of the study, the hypothesis of the stadg purchase and sale transactions
that would done with the Bollinger Bands’ signalllwbe more successful than

purchase and sale transactions that would dondesimoly and hold strategy.

Ho= Return that above simple “buy and hold stratezpri not be obtained by

using a mechanical trading rule.

H,= Return that above simple “buy and hold strateggi be obtained by

using a mechanical trading rule.
7.3. Sampling

Stocks that are selected in this study include 8BBEindexes. These are:
Akbank, Ak Eneriji, Arcelik, Dgan Holding, Dgan Yayin Holding, Eczacibailag,
Enka insaat, Ergli Demir Celik, Garanti,is Bankasi (C), Ko¢ Holding, Koza
Anadolu Metal Madenciliksletmeleri AS., Kardemir (D), Petkim, Sabanci Holding,
Sisecam, Sekerbank, Turkcell, TEB, Turk Hava Yollarn A.O., dig, Vestel and
Yap! Kredi Bankasi. Totally 23 stocks have beeadu®thers ( Asya Bank, Halk
Bankasi, Koza Altinisletmeleri AS., TAV Havalimanlari Holding A5., Tekfen
Holding AS., Vakifbank and Tirk Telekom) are extracted beedhsir data doesn’t
suitable for this study (their trade begun afte@3)0 Stocks were measured between
03.01. 2005. and 29.11.2010. The study period Befyjimm 2005 because; listed
companies have started to use international fighmeporting standards in this year.

Appraisal time includes 5 — year time period.

Company names and stock codes are given below:
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Table 1 Stock Codes and Company Names

CODE COMPANY NAME
AKBANK AKBANK
AKENR AK ENERJ
ARCLK ARCELIK
DOHOL DOGAN HOLDING
DYHOL DOGAN YAYIN HOLD ING
ECILC ECZACIBASI ILAC
ENKAI ENKA INSAAT
EREGL EREGLI DEMIR CELIK
GARAN GARANTI BANKASI
ISCTR iS BANKASI (C)
KCHOL KOC HOLDING
KOZAA KOZA ANADOLU METAL MAD. ISL.
A.S.
KRDMD KARDEMIR (D)
PETKM PETKIM
SAHOL SABANCI HOLDING
SISE SISECAM
SKBNK SEKERBANK
TCELL TURKCELL
TEBNK TURK EKONOMI BANKASI
THYAO TURK HAVA YOLLARI A.O.
TUPRS TUPRAS
VESTL VESTEL
YKBNK YAPI KREDI BANKASI
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7.4. Research Method and Assumptions

The used data are daily highest, lowest and clogiitgs that are published
by ISE on the Daily Bulletin each day by day. Exaetl AnalizciTrader programmes

were used for the calculation.

The method of research was conducted in two ph&sesly; short holding
periods are focused. Ad hoc; 1-year holding pera@sapplied to every-year since
2005(2005-2006, 2006-2007 etc.). After this, stouleye evaluated according to
Bollinger Bands.

The common characteristics of each test are |ssefdllows:

* 1000 TL is invested initially to each stock.

e It is assumed that any process commission is ndt grathe each purchase
and sale process. This ratio is the lowest rate ithdetermined by Capital
Markets Board. This sub-ratio has been removeks2006.

* Itis assumed that, the purchase is made in thaiahad available capital to
every purchase signal.

e |t is assumed that when the system gave buy signathase is done on the
same day’s closing price and when the system gall/signal, sell is done on
the same day'’s closing price.

e There isn't any tax computation for obtained cdpdains and dividend

during test period.

7.4.1. Test within the Scope of the Research

Buy and sell rules are based on the Bollinger Bamghe scope of the
research. Then findings were compared to simple/“&uwd Hold” strategy. After this
comparison, study was tried to find whether the @treturn of Bollinger Bands is

better than buy and hold strategy or not.
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7.4.1.1. Bollinger Bands

Usage and interpretation of Bollinger band is e@llinger bands are used
in two ways by traders. The bottom line of banadassidered as support point for
prices and when prices reach to this point, itval@ated as purchase opportunity.
Upper line of band is considered as resistancet jpoita when prices reach this point,
it is evaluated as sales opportunity. In the seaoethod it is expected that prices
break bands from the bottom and up. The logic e ha big trend will begin to the
price break with band in a direction. It is assuntteat prices are in what direction
the Bollinger bands broken, the prices movementicoes in that direction and

prices are in which direction the bands brokenitjpssis taken in that directiofr’
Interpretation of Bollinger bands can be summartzeefly as follow*’

e Gradual and sudden increase of Bollinger bandssigral of important price
changes. This is very important and charactergtiBollinger bands should
be considered.

» Going out of prices from the Bollinger band is gnsil that prices will go on
to the direction at the Bollinger bands’ brokenntand this is evaluated as
buy signal.

. During the ascension trend, to back into the bdtet the prices are at peak
by moving out of the band and when the second peadtices into Bollinger band, it
is interpreted that a signal of trend entered iatdalling tendency and this is
evaluated as sell signal.

%6 A. PERSEMBE, Teknik Analiz Mi Dedin? Hadi Canim Sende! 3 op.cit., p.37-38.
%7 M.SAHIN, op.cit., p.135-136.
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Table 2 Obtained Percentage of Rate of Return witthe Use of Bollinger Bands and Buy and Hold Strateg

2005 2006 2007 2008 2009 2010
STOCK BB BH BB BH BB BH BB BH BH BB BH
% % % % % % % % % % %

AKBNK 88,52 62,70 18,46 -0,86 58,58 30,50 67,70 -41,36 | 172,58 | 99,42 69,04 15,71
AKENR 15,74 -1,53 58,62 -29,68 210,5p 14535 34,97 -415877,47 | 135,65 26,18 18,54
ARCLK 46,11 24,01 19,28 -7,01 34,78 1,97 7,92 -73,26 | 394,26 | 273,20 58,44 33,45
DOHOL 49,36 54,66 39,51 6,89 48,69 0 39,49 -53,65 238}480,70 9,61 9,70
DYHOL 89,45 68,40 55,65 -6,84 34,31 -2,84 67,25 -86,02 | 241,30 | 126,31 21,89 31,78
ECILC 75,94 82,35 96,20 25 40,42 -4,51 21,9 -47,83 290,1206,32 26,57 -3,96
ENKAI 34,78 36,40 53,80 80,54 70,12 104,51 | 27,73 -65,68 | 55,39 95,78 36,49 -1,43
EREGL 76,62 70 7,62 3,52 55,05 99,62 96,24 -43,83 1264530,50 34,83 12,50
GARAN 73,24 100,74 | 45,07 -3,24 66,53 125,74 | 51,52 -57,59 | 218,55 | 143,41 69,39 30,89
ISCTR 75,55 92,27 44,23 -21,20] 52,69 15,84 59,7p -41B8726,9B | 72,61 69,64 40,86
KCHOL 50,93 4,71 32,34 -4,82 46,60 52,02 15,50 -52,24 | 141,81 | 100,93 71,42 66,04
KOZAA 284,37 356 255 144,82 139,57 74,64 24,5p -82,07 ,6881 441,57 27,42 -12,19
KRDMD 34,61 -7,89 35,29 -5,71 200 160 29,50 -63,95 | 110 106,45 31,57 6,25
PETKM 56,73 20,14 20,61 -35 127,21 69,23 29,4% -45,y1 ,5B04 56,84 52,20 55,70
SAHOL 84,64 49,32 58,99 10,11 55,33 18,16 69,69 -44,07 | 166,36 | 77,42 39,08 36,54
SISE 61,40 28,77 58,15 6,14 32,58 9,47 22,5 -53,p2 04,5 87,5 71,76 41,98
SKBNK 70,31 154,54 | 67,2 -4,46 193,13 | 187,85 | 34,67 -78,14 | 194,02 | 153,73 33,33 0,58
TCELL 43,55 10,91 29,38 7,33 105,61  85,5( 19,8 -2889 ,6647| 28,22 42,94 5,13
TEBNK 205,88 175,94 | 57,74 6,42 61,50 15,94 48,95 -71,74 | 273,21 | 242,10 40,22 -12,97
THYAO 51,72 6,92 12,5 -28,05 42,14 41 34,24 -32,85  478}1630,85 67,11 9,41
TUPRS 90,36 104,66 | 31,28 4,89 32,85 53,73 37,40 -45,38 | 130,61 | 110,60 55,62 26,76
VESTL 8,95 -3,60 33,20 -26,59 41,60 -21,2% 34,04 -67,68 90,80 | 198,85 16,94 -5,38
YKBNK 25,92 48,29 39,78 -1,83 97,98 67,75 30,09 -40,84 | 121,79 | 53,99 72,83 53,04

* BB: Bollinger Bands

* BH: “Buy and Hold” Strategy

. This study is done according to this approach’sgulhich are placed above. In briefly; if
the prices are placed above the upper band, thistisin is accepted as selling, on the other heand i

the prices are placed under the middle band, iiat®n is accepted as buying signal.
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TABLE 3 THE SUMMARY OF T TEST RESULTS

STOCK “Bollinger Bands” and “Buy and Hold” Strategy Comparison

AKBNK Hois rejected so, Bollinger band is more significdrain Buy and Hold Strategy
AKENR Hois rejected so, Bollinger band is more significéran Buy and Hold Strategy
ARCLK Hois accepted so, there are not any differences leetiveo strategy

DOHOL Hois rejected so, Bollinger band is more significénan Buy and Hold Strategy
DYHOL Hois rejected so, Bollinger band is more significgran Buy and Hold Strategy
ECILC Hois rejected so, Bollinger band is more significéran Buy and Hold Strategy
ENKAI Hois accepted so, there are not any differences leetiveo strategy

EREGL Hois rejected so, Bollinger band is more significénan Buy and Hold Strategy
GARAN Hois rejected so, Bollinger band is more significgran Buy and Hold Strategy
ISCTR Hois rejected so, Bollinger band is more significduain Buy and Hold Strategy
KCHOL Hois rejected so, Bollinger band is more significgran Buy and Hold Strategy
KOZAA Hois accepted so, there are not any differences leetiveo strategy

KRDMD Hois rejected so, Bollinger band is more significgran Buy and Hold Strategy
PETKM Hois rejected so, Bollinger band is more significduain Buy and Hold Strategy
SAHOL Hois rejected so, Bollinger band is more significdrain Buy and Hold Strategy
SISE Hois rejected so, Bollinger band is more significénran Buy and Hold Strategy
SKBNK Hois accepted so, there are not any differences leetiveo strategy

TCELL Hois rejected so, Bollinger band is more significgran Buy and Hold Strategy
TEBNK Hois rejected so, Bollinger band is more significédrain Buy and Hold Strategy
THYAO Hois accepted so, there are not any differences leetiveo strategy

TUPRS Hois rejected so, Bollinger band is more significédrain Buy and Hold Strategy
VESTL Hois rejected so, Bollinger band is more significénan Buy and Hold Strategy
YKBNK Hois rejected so, Bollinger band is more significdran Buy and Hold Strategy
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7.5. Findings

Obtained percentage of rate of returns has beenrshoTable 2. At totally
138 tests were used to obtain this table. It is14bat, rate of returns that obtained
from Bollinger Bands has been found higher thanrtite of returns that obtained
from Buy and Hold Strategy at %88.40 of the tests.

In accordance with the findings of the T test, Hhgis rejected for almost
every stock and it can be said that; purchase aledsnsactions that would be done
with the Bollinger Bands’ signal will be more susstil than purchase and sale
transactions that would be done with Buy and Hdldt8gy between 2005 and 2010

periods.
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PART VIII
CONCLUSION AND SUGGESTIONS

Today interest in investment vehicles has sigmifilgaincreased. Investment
world has made very significant increases on botidyct and investor, as well as
the size of trading volume. The interest in clagswestment tools reflect commodity
markets that are done on the purpose of hedgingaanardinary investor starts to

give into them his portfolio.

Despite great interest in the investment world,chrehicle, at which time,
which price that investment is made, and price waed what is disposed of this
investment questions are still the most difficulbjects to answer by investors.

On the other hand, financial media have increaBedrterest in investment
vehicles with publications that are done by writtand visual tools. These
publications (news, data and information) sometimese seriously increased to
financial chaos and they mixed the problem of itmeswhat to do on changing

conditions.

Today, information has become easily availableiniarnet. However, even
though many investors have knowledge, investoliscain not give the right decision
on account of internal and external influences.etHbrghlighted subject; investment
failures still continue in full force, despite souam data, information, financial

media, experts and development analytical models.

The most important reason for this situation ig,thaany analysis methods
exclude to two important data. The first two ofdbdactors are supply and demand
that consists of the price, they have not beeniderexd to analysis. Market is the
only mechanism that decides what price action kéllseen in an investment tool.
The other important subject is related to inveptychology. Investor psychology is
the most important impulse that stimulates to itmesto buyers or sellers side. It is

the most important factor in the success or faibfrmvestments.
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Technical analysis is the most important methodplbgt we can observe to
psychological mechanisms and attach to them wepcadict future. Because, the
only knowledge of technical analysis is relategice that is the result of the supply
and demand. For this reason; systematic technigalysis studies provide an
accurate monitoring to these two main factors. @ndther hand; Bollinger Bands
concentrate on buyers and sellers decisions andhpkgical items under these
decisions. The degree of importance of the conaBoir subject makes these

analyses valuable.

Stocks that have been placed in ISE National- 8@xrhave been used in this
study. Stocks were measured between 03.01.2002%14d.2010. Annual rates of
return were found by taking the advantage of théiRger Bands. Found numbers
were compared with Buy and Hold Strategy. As altedudoing analysis, study has
concluded with that extraordinary returns in ISE b& obtained by using Bollinger

Bands.

Finally, if markets are weak efficient; future mienovements cannot be
predicted by using past price data, and it is radsfble to get above the average
return on the market by using technical analysokding to the results, the market

is not weak efficient for the analyzed period.
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Appendix Il Arcelik
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Appendix V Dogan Yayin Holding

Appendix VI Eczacibasi flag
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Appendix VIl Enka insaat
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Appendix IX Garanti Bankasi
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Appendix XI Ko¢ Holding
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Appendix Xl Kardemir (D)
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Appendix XV Sabanci Holding

SAHOL

i mw/m{"v%.

e LOSING
MIDDLEBAMD
UFPERBAND

LOWERBAMD

Appendix XVI SISECAM

3.8

SISE

25

2 J‘?\"\WWV\

e LOSING
MIDDLEBAMD
UFPERBAND

LOWERBAMD

178




Appendix XVII Sekerbank
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Appendix XIX TEB
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Appendix XXI TUPRA S

45

40

35

a0

25

20

TUPRS

e LOSING
MIDDLEBAMD
UFPERBAND

LOWERBAMD

Appendix XXII VESTEL

VESTL

e LOSING
MIDDLEBAMD
UFPERBAND

LOWERBAMD

181



Appendix XXIIl YAPIKRED i
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