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Tax Efficiency: ETFs reduce exposure to capital gains through the method they use to manage new
inflows or outflows from the Fund. They use a process of creating or redeeming “creation units” where
the gains and losses are passed through the Authorized Participant

Intraday Trading: ETFs trade throughout the trading day allowing investors to enter or exit positions
intraday

Transparency: Many ETFs have holdings that are disclosed on a daily basis allowing investors to know
exactly what the fund is invested in

Variety of investment choices: There are numerous ETFs available that allow you to target specific
areas of the market such as sectors, industries, countries, commodities, or currencies
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Net expense ratio represents the total fees charged by the ETF sponsor to manage the fund

Liquidity will vary by the size of the fund, its strategy, and age of the fund

Daily volume in the ETF itself is a consideration however liquidity can be directly manufactured by the Authorized
Participant through the creation/redemption process. Because of this, volume of the underlying securities is also
important.

Bid/Ask spread is computed by taking the difference between the asking price and the bid price then dividing by 

the mid-price of the ETF, this is taken over the trailing period of one month. A lower number here indicates it has 
historically been more efficient to trade in and out of compared to a fund with a higher bid/ask spread.

Example: Bid 100.50, ask 100.52, mid 100.51

100.52-100.50= .02
.02/100.51= .02%
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Understand Fair Value: Is the fund trading at a premium or discount to NAV?

Tracking: How well is an ETF tracking the index it is attempting to replicate?

This can be determined by reviewing tracking error which measures the volatility of returns relative
to the index

The lower the tracking error the closer it is tracking its index

What is the fund really tracking?

It may seem obvious as to what a fund is attempting to do just by reading the name. BUT….

It’s important to take a step further as even two funds with similar names may be weighted
differently between sectors, industries, market cap, or country exposure, and have very different
goals.
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Finding ETFs
The ETF screener is an easy way for investors to find ETFs that match their objective 

Source: Fidelity.com – For Illustrative purposes Only

The Fidelity ETF Screener is provided to help self-directed investors evaluate these types of securities. The criteria and inputs entered are at the sole discretion of the user, and all screens or strategies with preselected criteria (including expert ones) are solely for the convenience

of the user. Expert Screeners are provided by independent companies not affiliated with Fidelity. Information supplied or obtained from these Screeners is for informational purposes only and should not be considered investment advice or guidance, an offer of or a solicitation of an

offer to buy or sell securities, or a recommendation or endorsement by Fidelity of any security or investment strategy. Fidelity does not endorse or adopt any particular investment strategy or approach to screening or evaluating stocks, preferred securities, exchange-traded

products, or closed-end funds. Fidelity makes no guarantees that information supplied is accurate, complete, or timely, and does not provide any warranties regarding results obtained from its use. Determine which securities are right for you based on your investment objectives,

risk tolerance, financial situation, and other individual factors, and reevaluate them on a periodic basis.
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Charts, Chart Types, & Chart Construction
Overview

Analyze price 
behavior

Easily visualize the patterns 
and trends within data 
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Charts, Chart Types, & Chart Construction
Overview

Line
Chart

Bar
Chart

Candlestick
Chart

Point & Figure
Chart
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Chart Types

Bar Charts

Visualizes
• Open, High, Low, Close

• Volume for a specific time interval

Advantages
• Most common

• Easy to read

• Provides full range of trading for time interval 
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Chart Types

Candlestick Charts

Visualizes
• Open, High, Low, Close

• Volume for a specific time interval

Advantages
• Gaining popularity

• More visual than a bar chart

• Uses color to show differences between 
open and close prices 



Technical Analysis
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Defining Technical Analysis

Definition
Technical analysis primarily studies historical 
market data. It also:

• Focuses on the supply-and-demand dynamic 
expressed via stock prices

• Visualizes shifts in supply-and-demand which can be 
seen in chart patterns 

• Accounts for the emotional aspects of the marketplace 

• Quantifies the capital risk of trading and 
investment decisions

• Does not try to predict the future
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Defining Technical Analysis

Assumptions
• Prices in freely traded markets are determined by 

the economic principles of supply-and-demand

• Price discounts everything

• Prices are nonrandom but not necessarily 
predictable

• Prices have direction and tend to travel in 
observable trends

• Behavior and history in the marketplace will 
repeat itself

• Price patterns summarizing behavior are “fractal”
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Defining Technical Analysis

Limits
Technical analysis is still not a perfect 
investment method and has limits:

• Patterns, trends, and indicators are never precise, 
and charts require human interpretation

• Technical traders are susceptible to the same 
emotions and cognitive biases as all other investors



Trend
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The Value of Trends

Technical analysis is based on the principles of trends

Potential profit is made from a trend in prices 

A trend’s direction is described by the relative location of peaks and troughs

Trends arise from the interaction 

of buyers and sellers
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Assumptions about Trends

Trends continue rather than reverse

Trends are fractal, meaning that although they occur over 

different time periods, their behavior is the same

Trends are not mechanical methods that can easily be programmed and 

tested on computers

Trends are influenced by the next longer and the next shorter 

trend 
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Uptrend

An uptrend has 
successively higher 
peaks and higher 
troughs.
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Upward Sloping

A line connecting 
trough to higher 
trough
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Downtrend

A downward trend 
has successively 
lower peaks and 
lower troughs.
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Downward Sloping

A line connecting 
peak to lower peak
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Sideways Trend

A sideways trend 
is a period with 
no clear direction 
in prices.
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Trend Influence

Keep time frame in 
mind while 
considering the 
importance of a 
trend. 
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Some Common Trend Trading Principles

• Trade with the trend, if you are trading with the 
direction of the market

• Be aware of the next longer trend

• Volatility is not always a bad thing

• Breakouts often signal a change in trend

• Confirm any breakout with other evidence, especially 
when entering a position

• Always use risk control to help protect from large losses

Technical Analysis: The Complete Resource for Financial Market Technicians



Technical Indicators
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Simple Moving Average

How It Works

Determine trend direction

• If the SMA is positively sloping, the trend is up.

• If the SMA is negatively sloping, the trend is down.

Determine trend duration

• 200-bar SMAs are common proxies for long-term trends.

• 50-bar SMAs are typically used to gauge intermediate trends.

• Shorter-period SMAs can be used to determine short-term trends.

Determine trading signals via price crosses

• When prices cross above the SMA, you may want to go long 
or cover short.

• When prices cross below the SMA, you may want to go short 
or exit long.

Simple Moving 
Average (SMA)
This is the easiest moving 
average to construct. It is 
calculated as the average price 
over the specified period. The 
average is called “moving” 
because it is plotted on the 
chart bar by bar, forming a line 
that moves along the chart as 
the average value changes. 

TREND INDICATOR
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20-Day Simple Moving Average 
(SMA)

Moving Average vs. Price

The stock price is making 

higher troughs and higher 

peaks while the moving 

average is trending higher 

confirming the the uptrend

The Active Trader Pro® screenshots are only for illustrative purposes.
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Moving Average Crossovers as Signals of Trend Change

Plotting a shorter-term 
Moving Average (MA) vs. 
a longer-term MA results 
in “crossovers”

The Active Trader Pro® screenshots are only for illustrative purposes.
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Relative Strength Index

How It Works

Determine the speed and change of price 

• The RSI oscillates from zero and 100. Traditionally, the RSI is 
considered overbought when above 70 and oversold when below 30.

• In an uptrend or bull market, the RSI tends to remain in the 40-90 
range with the 40-50 zone acting as support.

• During a downtrend or bear market, the RSI tends to stay in the 
10-60 range with the 50-60 zone acting as resistance.

• If underlying prices make a new high or low that isn't confirmed by 
the RSI, this divergence can signal a price reversal.

Relative Strength 
Index (RSI) 
RSI measures the speed and 
change of price movements.

MOMENTUM INDICATOR
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Relative Strength Index

Overbought and 
oversold signals on the 
chart indicate price 
movement in the 
short term.

MOMENTUM INDICATOR
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On Balance Volume

VOLUME INDICATOR

How It Works
• The actual value of the OBV is unimportant; concentrate on its 

direction.

• When price continues to make higher peaks and OBV fails to make 
higher peaks, the upward trend is likely to stall or fail. This is called a 
negative divergence.

• When price continues to make lower troughs and OBV fails to make 
lower troughs, the downward trend is likely to stall or fail. This is 
called a positive divergence.

On Balance 
Volume (OBV)
OBV measures buying and 
selling pressure as a cumulative 
indicator that adds volume on 
up days and subtracts volume 
on down days.
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On Balance Volume

Bearish divergence: 
OBV is not confirming 
the higher peaks in 
price, which preceded 
the selloff.

VOLUME INDICATOR
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Bollinger Bands®

VOLATILITY INDICATOR

How It Works

Determine relative price

• When the bands tighten during a period of low volatility, it raises the 
likelihood of a sharp price move in either direction. 

• When the bands separate by an unusually large amount, volatility 
increases and any existing trend may be ending.

• Use swings within the band’s envelopes to help identify potential 
profit targets.

Bollinger Bands
Bollinger Bands are a type of 
price envelope plotted at a 
standard deviation level above 
and below a Simple Moving 
Average of the price. Bollinger 
Bands help determine whether 
prices are high or low on a 
relative basis. 
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Bollinger Bands®

Riding Upper Band 

Oscillating between Bands

Bands Narrowing
Riding Upper Band

Oscillating between Bands

Bands Narrowing

VOLATILITY INDICATOR



Exit Strategy
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Why Is Trade Management Important?

• Preserve Capital

• Potentially Lock in Profits

• Create a Disciplined 
Approach to Trading

• Help Manage Investor 
Emotions
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Types of Risk 

• Investment or trading risk: Related to the overall market risk 
of decline, the individual issue’s risk of decline, and the risk of 
a series of bad trades

• Market risk: Potentially alleviated by studying the market 
indicators and exiting from the market entirely when conditions 
are poor

• Behavioral biases: Potentially alleviated by the use of 
protective and trailing stops, which also define the capital risk 
in each position 



39

Charting a course with ETFs

Prior to Entering a Trade, Consider:

• Have I determined an acceptable amount of risk?

• Have I set a stop price or downside exit?

• Have I analyzed risk vs. reward?

• What should be the size of my position?
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• Risk represents the amount you are willing to potentially lose on 
a specific trade

• While opinions differ and you should decide what makes sense 
for yourself, a conservative approach may be to limit 1% of your 
trading account value on a single trade

• Example
‐ Portfolio: $100,000

‐ Risk: 1%

‐ Risk Amount: $1000

Have I Determined an Acceptable 
Amount of Risk?
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What Should Be the Size of My Position?

• Let’s assume we have a $100,000 portfolio 
and wish to invest with a 2% risk per position 

• We determine that our allowable risk is $2,000 
(2% of $100,000) per position

• Assuming our analysis gives a $5 risk per share 
(based on our protective risk method chosen), 
we can invest in 400 shares and have only a 2% 
risk of capital loss for our entire portfolio

Position size is the amount 
of capital risk committed 
to a specific investment 
in a portfolio

It is not the value of 
the position itself, only 
the value of the risk of 
capital loss
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Scaling

• Scaling is a technique for gradually increasing or decreasing 
the size of an investment position, a form of dollar-cost 
averaging

• Scaling in or out of a position can also be seen as a form of 
risk management

• If the investment or trade outlook weakens before having 
built the full position, you will suffer less risk than if you had 
established the position in its entirety at the outset

• Of course, if the position is strong, scaling often means having 
to buy more shares at higher prices
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Scaling

Assume an investor wanted 
to build a 400-share 
position

• 1st entry of 100 shares 
on 30-60 SMA bullish 
crossover

• 2nd entry of 100 shares  
on 1st higher trough

• 3rd entry of remaining 
200 shares on breakout 
from resistance

Note: The same principles can be applied 

in reverse for exiting positions.

1 2

3

The Active Trader Pro® screenshots are only for illustrative purposes.
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Visit the Fidelity 
Learning Center

Learn more about 
putting technical 
analysis to work 
for you

Read: Access the Technical Indicator Guide 

831902058

Watch: Check out live coaching sessions at 
www.fidelity.com/coaching

Attend: Register for monthly webinars at 
www.fidelity.com/webinar
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Important Information
Exchange-traded products (ETPs) are subject to market volatility and the risks of their underlying securities, which may include the risks associated with investing in smaller 
companies, foreign securities, commodities, and fixed income investments. Foreign securities are subject to interest rate, cu rrency exchange rate, economic, and political risks, 
all of which are magnified in emerging markets. ETPs that target a small universe of securities, such as a specific region or market sector, are generally subject to greater market 
volatility, as well as to the specific risks associated with that sector, region, or other focus. ETPs that use derivatives, leverage, or complex investment strategies are subject to 
additional risks. The return of an index ETP is usually different from that of the index it tracks because of fees, expenses, and tracking error. An ETP may trade at a premium or 
discount to its net asset value (NAV) (or indicative value in the case of exchange-traded notes). The degree of liquidity can vary significantly from one ETP to another and losses 
may be magnified if no liquid market exists for the ETP's shares when attempting to sell them. Each ETP has a unique risk pro file, detailed in its prospectus, offering circular, or 
similar material, which should be considered carefully when making investment decisions. 

Any screenshots, charts, or company trading symbols mentioned herein are provided for illustrative purposes only and should not be considered an offer to sell, a solicitation of 
an offer to buy, or a recommendation for the security.

Technical analysis focuses on market action – specifically, volume and price. Technical analysis is only one approach to analyzing stocks. When considering which stocks to buy or 
sell, you should use the approach that you're most comfortable with. As with all your investments, you must make your own determination as to whether an investment in any 
particular security or securities is right for you based on your investment objectives, risk tolerance, and financial situation. Past performance is no guarantee of future results.

Stock markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory, market, o r economic developments. Investing in stock involves 
risks, including the loss of principal.

ETFs are subject to market fluctuation and the risks of their underlying investments. ETFs are subject to management fees and other expenses.

The Fidelity ETF Screener is a research tool provided to help self-directed investors evaluate these types of securities. The criteria and inputs entered are at the sole discretion of 
the user, and all screens or strategies with preselected criteria (including expert ones) are solely for the convenience of t he user. Expert Screeners are provided by independent 
companies not affiliated with Fidelity. Information supplied or obtained from these Screeners is for informational purposes o nly and should not be considered investment advice 
or guidance, an offer of or a solicitation of an offer to buy or sell securities, or a recommendation or endorsement by Fidel ity of any security or investment strategy. Fidelity does 
not endorse or adopt any particular investment strategy or approach to screening or evaluating stocks, preferred securities, exchange-traded products, or closed-end funds. 
Fidelity makes no guarantees that information supplied is accurate, complete, or timely, and does not provide any warranties regarding results obtained from its use. Determine 
which securities are right for you based on your investment objectives, risk tolerance, financial situation, and other indivi dual factors, and reevaluate them on a periodic basis.

Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917.
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