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company earnings, dividcnds. cost ofborrowing, management credibility and the performance

The technical analysis approach ir stock valuation suggests that the price of a slock can be

predicted usiDg past pricc and volume data rather than economic factors. implyi.g weak fonn

inefficiency. The technician believes thal the price of a stock is strictly dependent on the

inieraciion bctween the buyers and the sellers wfio use past price and volume informalion.

The lechnical analysl assumes thal investors continue to make thc same mistakes tley have

made in the past consistent with the adage thal 'history repeats irself in ihe stock markets'.

There are many lools available for iechn'cal analysts io analyse pricc and volume trends.

though some are more commonly used than olhers due 1() reasons ofcost andease ofapplication.

The efficient market approach postulates that the stock narkel is efficient iD interpreting

the available information fegarding a particular stock such thal the price of a stock ai a given

time is rhe true price. Efticiency is categorised into weak'form. semi-strong form and strong-

form based on the type of information retlected in thc share price. The weat /orn suggests

thar all past lnformation is fulll' reflecled ln currcnt prices. implying ihat past information

has no economic value for invesiors. The reni-rl/org form cflicicncy postulales that only

insiders can generate abnormal relurns as pxblicly available irformation is already

discounted in the share prices on arnouncement. The sr/dng-lbm efficiency indicatcs that

the cDrrent market price reflects all the pertinent infornalion. whether publicly available or

not. Even insiders are not expected 10 earn abnormal returns in the stock market using their

privileged information. In general, the efficiency hypothesis supporters believe that the

furure price of a share is determiDed by future evenls.

3. COMMONLY USED TECHNICAL TOOLS

Technical analysts have an arsenal of tools to generate 'indicatorJ to hclp them analyse thc

pedormance of stocks and make invcstmeni decisions. A brief suwey in the stock marker

indicaled that there are hundreds of technical tools available. Howevcr for the purpose of

this study only eighr tools are selected bccause thelr provide automatic buy and sell signals

based on certain quantifiable parameters that ensure maximum objecriviiy in the decision

making process. The commonly used tools which require substantial intuiiive judgement like

Andrews Pitcbfork. Bolllnger Bands. Trendlines were nol seLecred. The iollovring

commonly used tools were selected for cvalualion:
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indicated'theinvestorshouldwaituntilthestock\pricerisesabovelheextremepoinl

(the high price on the day the +DI and -Dl crossed) before buving'

(7) TRIX. It displavs the percent rate-of-change of a triple exponeniially smoothed moving

average of a stocks closing price The TRIX indicator oscillates around a zero line lls

triple exponentiaL snroothing is designed ro filter out 'insignificanl' cycles (lhose lbal are

shoner than a predelermined x period) Trades are placed wben the indicalor changes

direction, bu-\,ing when the TRIX is above ils trigger line (moving average line computed

over a set number ofdays) and sellingwhen it falls below its trigger'

(8) Srochastic Oscillaror' lt compares a stockh closing price relative io its rfadng range over

the last x time periods lt ranges from 0% to 100%l a reading oI0% shows that ttre

stock's closing price was ihe lowesi price that the stock has been traded during the

preceding x'time periods. A value of100% showsthe highest price that thestock has been

trade{l during the preceding x-tine periods

4. VIABILTTY MEASUREMENT OF SELECTED TOOLS

The viability of the selected technical tools evalualed in this studv is measuted based or

ihe followiflg criteria (Gerald Appel, 1980)i should be able to eslablish its profitability ner

ofcostsoleraperiodofme.that]slnenetpfofitsShouldbegreaterthanthepro{itsfrom

the benchmark portfolio (KLSE CI); it should be sufficientLy simple to usei losses resultrng

fromtheuseof|hetoolshouldbesufficientlysnallsolhatevenaStingoflossesdoesnot

serio sly erode the capital basei a decNron oan be auiomatically inilialed based on the clear

signal indicated.

The pertonnance of the selected tools is measured based on their application

Base

The r

;pn

R\t5

5- E\

T

of eight stocks tuom eight different sectors The performance of this portfolio

to that of the KLSE Conposite Index during the same period The analvs's

over the bullish markel that ran through lhe year 1993' the bearisb narket in the year 1991

and the long term period from 1989 to 1994

Theeva]uationoftheselectedtoolsiSperformedusingtheMetastockcompulersoftware

with the following assumptions: an initial capital of RM 1'000: every buy or seli transaction

involves the whole anount ofequirl'with a 125% of transaclion cost' inclusive of commission

and stanp duty;no interest is added to the equity during'oul of'narket' situatloni there ar'
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In the bullish year 1993, although all tools generated profits only four (Two MA, Three MA'

Parabolic SAR and Directional Movement (DX)) beat the profitabilitv of the KLSE CI

The most profitable one was the Three Moving Averages with an average profitabilitv of

RM1146.38, that is 18% higher than the KLSE CI The MACD recorded the worsi perfor-

mance with profits ofRM411 14. that is 57% lower than the KLSE CI (refer to Cbarl1)

Chart 1 - P€rformance of the Tools in th€ 1993 Bullhh Marker

In the bearish year 1994, three tools (MACD. Single MA and Parabolic SAR) and the KLSE

CI recorded losses. The MACD generated the most losses among lhe tools and in genenl

all tools fared belter than KLSE CI The most profitable tool was TRIX witb profits of

RM 323.28 (refer to Chan 2).
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Overall, in the bultish period all tools generated profits ln the bearish narket and the iong

term period, MACD and Single MA consistently recorded losses whereas Two MA' Three

MA. DX. TRIX. and Stochaslic Oscillator consistenrlv recorded profils' with TRIX

consistently recording higher profits None of the eight lechnical tools consistently out-

performed rhe KLSE CI for all the rhree periods implying thai there is no single tool supcrior

enoughto consistently beat the market

6. CONCLUSION

The findings suggest that investment decisions should not solely be based on signals {rom

technical|oolsbutshouldalsoconsiderthesignalsgeneratedbyfundamentaltactors

affectingthedecision.Investonshouldnotbelulledbytheapparentsophisticationofthe

toolsbutratherseriouslyconsidertheviabilityoftheroolsintermsoftheirabilitytogenerale

profitable investment decisions. Though technical tools are useful as a supplementary devrce

to help investors make investmenr decision based on concrete facls and figures' they stiu

lack the hunan intelligence and psychology that can intuitively combine a large number of

facts in a togical sequence that cannot be captured io the mathematical equation ofthe iools
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