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Module 1 – Chapter 3- The Limitations of 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 

often used by traders to help them make decisions about buying and selling 

securities. However, there are several limitations to using technical analysis 

that investors should be aware of.  

 

 

1) Technical analysis is based on the assumption that market trends, 

which are derived from past prices and volume data, will continue 

into the future. This is not always the case, as market conditions 

can change quickly and unexpectedly, leading to sudden shifts in 

trends. Therefore, technical analysis should not be relied upon as 

the sole basis for making investment decisions. 

 

2) Technical analysis is a backward-looking tool, meaning that it only 

considers past market data. This means that it does not take into 

account any external factors, such as economic news or global 

events, that may affect the market in the future. As a result, 

technical analysis may not provide a complete picture of the 

market, and investors should consider other factors before making 

investment decisions. 

 

3) Technical analysis is subject to interpretation, and different 

traders may use different methods and techniques to analyze the 

data. This can lead to different conclusions being drawn from the 

same data, which can be confusing and misleading for investors. 

Therefore, it is important to understand the assumptions and 
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methods used in technical analysis, and to consider multiple 

sources of information before making investment decisions. 

 

 

 In summary, technical analysis is a useful tool for traders, but it has 

several limitations. It is based on the assumption that past market trends 

will continue, it does not take into account external factors, and it is subject 

to interpretation. Therefore, investors should use technical analysis as one 

of several tools in their decision-making process, and should not rely on it 

solely. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer: - The information provided in this content is for educational and information purpose only. It is not intended as 

financial investments or trading advices. Financial decisions taken based on this information are at your own risk.  


