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Professional Certificate in Commodity Market Analysis

Technical Analysis

Technical Analysis is a method of evaluating securities by analyzing statistics generated by market activity,
such as past prices and volume. It is based on the belief that past trading activities and price changes can
provide valuable information for predicting future price movements. Technical analysts use various tools
and techniques to identify patterns and trends in the market that can help them make informed investment
decisions.

Key Terms and Vocabulary for Technical Analysis:

1. Trend: A general direction in which a market or security is moving. Trends can be classified as uptrend,
downtrend, or sideways (also known as range-bound). Identifying and following trends is crucial in technical
analysis as it helps traders make profitable trades.

2. Support and Resistance: Support is a price level at which a security tends to stop falling and bounce back,
while resistance is a price level at which a security tends to stop rising and pull back. These levels are crucial
in technical analysis as they indicate potential reversal points in the market.

3. Moving Averages: Moving averages are used to smooth out price data by creating a constantly updated
average price. They help traders identify trends and potential reversal points in the market. Common types
of moving averages include simple moving average (SMA) and exponential moving average (EMA).

4. Relative Strength Index (RSI): RSl is a momentum oscillator that measures the speed and change of price
movements. It ranges from 0 to 100 and is used to identify overbought or oversold conditions in the
market. RSI values above 70 indicate overbought conditions, while values below 30 indicate oversold
conditions.

5. Bollinger Bands: Bollinger Bands consist of a middle band (SMA) and two outer bands that are standard
deviations away from the middle band. They are used to measure volatility in the market and identify
potential reversal points. When the price touches the upper band, it may indicate overbought conditions,
while touching the lower band may indicate oversold conditions.

6. MACD (Moving Average Convergence Divergence): MACD is a trend-following momentum indicator that
shows the relationship between two moving averages of a security's price. It consists of a MACD line (the
difference between two moving averages) and a signal line (a moving average of the MACD line). Traders
use the MACD to identify trend changes and potential buy or sell signals.

7. Candlestick Patterns: Candlestick patterns are graphical representations of price movements in the
market. Each candlestick shows the opening, closing, high, and low prices for a specific period. Traders use
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candlestick patterns to identify potential trend reversals and continuation patterns.

8. Volume: Volume refers to the number of shares or contracts traded in a security during a specific period.
High volume often indicates strong interest in a security and can confirm the validity of a price movement.
Traders use volume analysis to validate their trading decisions.

9. Chart Patterns: Chart patterns are formations that appear on price charts and can help traders predict
future price movements. Common chart patterns include head and shoulders, double tops and bottoms,
triangles, and flags. Traders use chart patterns to identify potential entry and exit points in the market.

10. Fibonacci Retracement: Fibonacci retracement is a technical analysis tool that uses horizontal lines to
indicate areas of support and resistance based on the Fibonacci sequence. Traders use Fibonacci
retracement levels to predict potential price reversals and continuation patterns in the market.

11. Elliot Wave Theory: Elliot Wave Theory is a method of technical analysis that identifies repetitive wave
patterns in the market. It suggests that market movements follow a series of five waves in the direction of
the main trend, followed by three corrective waves. Traders use Elliot Wave Theory to predict future price
movements based on wave patterns.

12. Ichimoku Cloud: Ichimoku Cloud is a comprehensive indicator that provides information about support
and resistance levels, trend direction, and momentum in the market. It consists of five lines: Tenkan-sen,
Kijun-sen, Senkou Span A, Senkou Span B, and Chikou Span. Traders use the Ichimoku Cloud to make
informed trading decisions based on multiple signals.

13. Volatility: Volatility refers to the degree of variation in a security's price over time. High volatility
indicates large price movements, while low volatility indicates small price movements. Traders use volatility
analysis to assess the risk and potential profit of a trade.

14. Overbought and Oversold: Overbought and oversold conditions occur when a security's price has
moved too far in one direction, leading to a potential reversal. Overbought conditions suggest that the
security is overvalued and may be due for a pullback, while oversold conditions suggest that the security is
undervalued and may be due for a bounce back.

15. Confirmation: Confirmation is the process of using multiple technical indicators to validate a trading
signal before making a decision. Traders look for confirmation from different sources to increase the
probability of a successful trade. Lack of confirmation may lead to false signals and trading losses.

16. Divergence: Divergence occurs when the price of a security moves in the opposite direction of a
technical indicator. Bullish divergence occurs when the price makes lower lows while the indicator makes
higher lows, suggesting a potential reversal to the upside. Bearish divergence occurs when the price makes
higher highs while the indicator makes lower highs, suggesting a potential reversal to the downside.

17. Margin of Safety: Margin of safety is the difference between the current market price of a security and
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its intrinsic value. Traders use the margin of safety to protect themselves against unexpected price
movements and minimize potential losses. It is an important concept in risk management and position
sizing.

18. Psychological Levels: Psychological levels are price levels that are not based on technical analysis but on
traders' emotions and behavior. Examples of psychological levels include round numbers like $50, $100, or
$500, which often act as support or resistance levels in the market. Traders use psychological levels to
anticipate price reactions at key price points.

19. Backtesting: Backtesting is the process of testing a trading strategy using historical data to evaluate its
performance. Traders use backtesting to assess the viability of a trading strategy, identify potential
weaknesses, and optimize the strategy for future trades. It is an essential step in developing a successful
trading plan.

20. Drawdown: Drawdown is the peak-to-trough decline in the value of a trading account before a new
peak is reached. It measures the maximum loss a trader experiences during a losing streak. Traders use
drawdown analysis to assess the risk and potential reward of a trading strategy and set appropriate risk
management rules.

21. Position Sizing: Position sizing is the process of determining the amount of capital to risk on each trade
based on the trader's risk tolerance and account size. Traders use position sizing to control risk, maximize
returns, and achieve long-term profitability. Proper position sizing is essential for successful trading.

22. Leverage: Leverage is the use of borrowed funds to increase the potential return of a trade. While
leverage can amplify profits, it also magnifies losses. Traders use leverage to control a larger position with a
smaller amount of capital. Understanding and managing leverage is crucial in risk management.

23. Risk-Reward Ratio: Risk-reward ratio is the ratio of potential profit to potential loss on a trade. Traders
use risk-reward ratio to assess the risk of a trade relative to its potential reward. A favorable risk-reward
ratio (e.g., 1:2 or higher) means that the potential profit is greater than the potential loss, making the trade
more attractive.

24. Pyramiding: Pyramiding is a trading strategy that involves adding to a winning position as it moves in
the trader's favor. Traders use pyramiding to maximize profits during strong trends and compound their
gains. However, pyramiding increases the risk of a trade, as it requires adding more capital to an already
profitable position.

25. Market Sentiment: Market sentiment refers to the overall attitude of traders and investors toward a
particular market or security. It can be bullish (positive) or bearish (negative) based on factors such as
economic data, news events, and geopolitical developments. Traders use market sentiment analysis to
gauge the direction of the market and make informed trading decisions.
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26. Arbitrage: Arbitrage is the practice of buying a security in one market and selling it in another market to
profit from price differences. Traders use arbitrage opportunities to exploit inefficiencies in the market and
generate risk-free profits. However, arbitrage opportunities are rare and require quick execution to
capitalize on price disparities.

27. Algorithmic Trading: Algorithmic trading, also known as algo trading or black-box trading, is the use of
computer algorithms to execute trades automatically based on predefined criteria. Traders use algorithmic
trading to take advantage of fast-paced market conditions, reduce human error, and execute trades at
optimal prices. Algorithmic trading is prevalent in modern financial markets.

28. Market Order: A market order is an order to buy or sell a security at the prevailing market price. Market
orders are executed immediately at the best available price. Traders use market orders when they want to
enter or exit a trade quickly, regardless of the price.

29. Limit Order: A limit order is an order to buy or sell a security at a specific price or better. Limit orders are
not executed immediately but are placed on the order book and filled when the market reaches the
specified price. Traders use limit orders to control the price at which they enter or exit a trade.

30. Stop-Loss Order: A stop-loss order is an order to sell a security when it reaches a certain price to limit
losses. Traders use stop-loss orders to protect their capital and manage risk. When the stop-loss price is
triggered, the order becomes a market order and is executed at the best available price.

31. Take-Profit Order: A take-profit order is an order to sell a security when it reaches a certain price to lock
in profits. Traders use take-profit orders to set predefined profit targets and exit trades at optimal prices.
When the take-profit price is reached, the order is executed automatically.

32. Slippage: Slippage occurs when a trade is executed at a different price than expected. It often happens
during fast-moving market conditions or low liquidity. Traders use slippage to assess the impact of market
volatility on their trades and adjust their trading strategies accordingly.

33. Market Liquidity: Market liquidity refers to the ease with which a security can be bought or sold without
causing significant price movements. High liquidity means there are many buyers and sellers in the market,
leading to tight bid-ask spreads and efficient price discovery. Traders prefer liquid markets for faster
execution and lower transaction costs.

34. Technical Indicators: Technical indicators are mathematical calculations based on price, volume, or open
interest data that help traders analyze market trends and make informed trading decisions. Common
technical indicators include moving averages, oscillators, and trend-following tools. Traders use technical
indicators to identify potential entry and exit points in the market.

35. Fundamental Analysis: Fundamental analysis is a method of evaluating securities based on economic,
financial, and qualitative factors that affect their intrinsic value. It involves analyzing financial statements,
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economic indicators, industry trends, and company news to make investment decisions. Fundamental
analysis complements technical analysis in evaluating the overall health of a security.

36. Sentiment Analysis: Sentiment analysis is the process of gauging the mood of market participants
toward a particular market or security. It involves analyzing news sentiment, social media sentiment, and
surveys to assess market sentiment. Traders use sentiment analysis to understand the psychology of the
market and make contrarian or momentum-based trading decisions.

37. Quantitative Analysis: Quantitative analysis is the use of mathematical and statistical models to analyze
market data and make trading decisions. It involves backtesting strategies, developing trading algorithms,
and optimizing risk management techniques. Traders use quantitative analysis to gain a competitive edge in
the market and improve their trading performance.

38. Technical Analysis Software: Technical analysis software is a tool that provides traders with charting tools,
technical indicators, and analysis capabilities to analyze market data and make informed trading decisions.
Popular technical analysis software includes MetaTrader, TradingView, and Thinkorswim. Traders use
technical analysis software to conduct in-depth analysis and backtest trading strategies.

39. Trading Plan: A trading plan is a set of rules and guidelines that define a trader's approach to trading. It
includes entry and exit criteria, risk management rules, position sizing strategies, and trading goals. Traders
use a trading plan to stay disciplined, manage risk, and achieve consistent profitability in the market.

40. Risk Management: Risk management is the process of identifying, assessing, and controlling potential
risks in trading. It involves setting stop-loss orders, using proper position sizing, diversifying trades, and
managing leverage. Traders use risk management techniques to protect their capital and minimize losses in
the market.

41. Technical Analysis Challenges: While technical analysis is a powerful tool for traders, it also has its
challenges. Some common challenges include:

- Noisy Data: Market data can be noisy and subject to random fluctuations, making it difficult to identify
reliable patterns and trends.

- Subjectivity: Technical analysis relies on interpretation and judgment, which can vary among traders and
lead to conflicting signals.

- Market Manipulation: Market manipulation by large institutions or traders can distort price movements
and invalidate technical signals.

- False Signals: Technical indicators can generate false signals during choppy or range-bound markets,
leading to trading losses.

- Overfitting: Overfitting occurs when a trading strategy is too closely tailored to historical data, leading to
poor performance in real-time trading.

42. Practical Applications of Technical Analysis: Despite its challenges, technical analysis is widely used by

Read online: https://certificates.gsbf.co.uk/guides/3462207/technical- Greenwich School of Business and Finance - 10 Jul 2026
analysis



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

traders and investors for various practical applications, including:

- Identifying Trends: Technical analysis helps traders identify trends and trade in the direction of the
prevailing market trend.

- Timing Entries and Exits: Traders use technical analysis to time their entry and exit points in the market for
optimal profit.

- Risk Management: Technical analysis assists traders in setting stop-loss levels, managing position sizes,
and controlling risk.

- Pattern Recognition: Traders use technical analysis to recognize chart patterns and predict future price
movements.

- Backtesting Strategies: Technical analysis allows traders to backtest trading strategies and optimize their
performance over time.

In conclusion, technical analysis is a valuable tool for traders to analyze market trends, identify trading
opportunities, and make informed decisions. By understanding key terms and vocabulary in technical
analysis, traders can improve their analytical skills, manage risk effectively, and achieve consistent
profitability in the commodity markets.
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