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When Fundamentals Fail to Explain Market Action
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Turning to Technical Analysis
04/15/09 09:51AM
OIL FUTURES: Nymex Oil Up As Market Eyes Likely Inventory Build
By Hyun Young Lee
Of DOW JONES NEWSWIRES
OTTAWA (Dow Jones)--Crude oil futures were trading higher Wednesday, even as U.S.
oil inventories seemed poised to soar to the highest levels in nearly two decades.

Light, sweet crude for May delivery was up 29 cents, or 0.6%, at $49.70 a barrel on the
New York Mercantile Exchange. May Brent crude on the ICE futures exchange was
11 cents lower at $51.85 a barrel.
Crude prices have held up relatively well in recent weeks, hovering around the $50 a
barrel mark despite a series of massive inventory builds and a poor outlook for demand.
"The market seems to be showing an unwillingness to pay any heed to the fundamental
picture - there's a building sentiment that demand is going to get better as the year goes
on," said an analyst at Tradition Energy in Stamford, Conn.
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What is Technical Analysis?
• “Technical analysis is the study of market action, primarily through the
use of charts, for the purpose of forecasting future price trends.”
-- John J. Murphy
• Money is either made or lost in the price movement. Therefore efforts
should be concentrated on the study of price movement.

• Technicians believe that price action tends to repeat itself because
market participants collectively tend toward patterned behavior – thus
the focus on identifiable trends and conditions.
• Technical analysis is compliment to fundamental analysis.
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Can’t Get There From Here
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Using All the Tools in the Toolbox
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Useful Information is A.R.T.

•Accurate
•Relevant
•Timely
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Accurate and Relevant, but not Timely
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Relevant & Timely, but maybe not so Accurate

Source: CNBC
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Accurate, Relevant and Timely

Source: Refinitiv
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Characteristics of the Energy Futures Market

• An Auction Process to Match Buyer & Seller

• An Intensity Gauge

• Sustained Intensity Generates Trend
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Intense Fear & Greed in Public
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…and in Private
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What Does Technical Analysis Show Us?

The Battle of Fear versus Greed…

Also known as Bears versus Bulls

14

Relative Strength Indicator (RSI)
• Developed by J. Welles Wilder and introduced in his 1978 book,
New Concepts in Technical Trading.
• The Relative Strength Index (RSI) is an extremely useful and
popular momentum oscillator. The RSI compares the magnitude of
recent gains to the magnitude of recent losses and turns that
information into a number that ranges from 0 to 100.

• RS = Average Gain / Average Loss
• RSI = 100 – 100/(1 + RS)
• Wilder recommended using 70 (or higher) and 30 (or lower) to
define Overbought or Oversold conditions respectively.
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What Does the RSI Look Like?

Source: Refinitiv
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Tools for Interpreting RSI
Overbought and Oversold are technical terms that refer to relatively
extreme levels on various types of technical indicators, including the
Relative Strength Indicator (RSI).
Overbought conditions depict a market that has been subject to
sustained buying intensity. Oversold conditions depict the opposite
condition.
A breakdown in the RSI from above the Overbought level to below may
indicate a reversal of the bullish trend.
When the RSI moves from below to above the Oversold boundary, this
may signal the end of an existing bearish trend.
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Divergence
• Divergence is a powerful technical dynamic that often heralds a
change in trend.
• Divergence occurs when the price action and a particular technical
indicator display simultaneous, contradictory signals, i.e. bearish
price action at the same time an indicator is showing increasingly
bullish behavior. This is bullish divergence.
• The divergence between the price action and the technical
indicator may highlight the decay of the existing market dynamic.
For example, the bears have been in control for some time but
each push lower in price occurs with less intensity. Identifying
these changing internal characteristics of a market can be useful
for market participants in their decision-making.
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RSI and Bullish Divergence, Intraday Part 1

Source: Refinitiv
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RSI and Bullish Divergence, Intraday Part 2

Source: Refinitiv

20

Overbought, Oversold & Divergence, Daily

Source: Refinitiv
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Takeaways
• Technical indicators are concise and visual.

• Technical tools can offer market insights when
fundamental information is lacking.

• Technical analysis simply adds another tool to
your decision-making toolbox – it doesn’t subtract
from anything you are doing now.
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Disclaimer
This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument or to participate in any trading strategy. This material is based on public information as of the specified date, and may be stale thereafter.
We have no obligation to tell you when information herein may change. We make no representation or warranty with respect to the accuracy or completeness
of this material. Powerhouse has no obligation to provide updated information on the securities/instruments mentioned herein.
Futures trading involves significant risk and is not suitable for everyone.
Transactions in securities futures, commodity and index futures, options on futures and foreign exchange markets carry a high degree of risk. The amount of
initial margin is small relative to the value of the futures contract or forex positions, meaning that transactions are heavily "leveraged". A relatively small market
movement will have a proportionately larger impact on the funds you have deposited or will have to deposit: this may work against you as well as for you. You
may sustain a total loss of initial margin funds and any additional funds deposited with the clearing firm to maintain your position. If the market moves against
your position or margin levels are increased, you may be called upon to pay substantial additional funds on short notice to maintain your position. If you fail to
comply with a request for additional funds within the time prescribed, your position may be liquidated at a loss and you will be liable for any resulting deficit
The securities/instruments discussed in this material may not be suitable for all investors. The appropriateness of a particular investment or strategy will
depend on an investor’s individual circumstances and objectives. This material does not provide individually tailored investment advice or offer tax, regulatory,
accounting or legal advice. This material was not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties
that may be imposed on the taxpayer under U.S. federal tax laws. Prior to entering into any proposed transaction, recipients should determine, in consultation
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax, regulatory and accounting
characteristics and consequences, of the transaction. The value of and income from investments may vary because of changes in interest rates, foreign
exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies and other
issuers or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not
necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Actual events may differ from
those assumed and changes to any assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur
and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the presentation
and/or calculation of any projections or estimates, and Powerhouse does not represent that any such assumptions will reflect actual future events. Accordingly,
there can be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those
estimated herein. Some of the information contained in this document may be aggregated data of transactions in securities or other financial instruments
executed by Powerhouse that has been compiled so as not to identify the underlying transactions of any particular customer.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind
relating to such data.
This material may not be sold or redistributed without the prior written consent of Powerhouse.
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