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Predictability Stock Returns with Simple Trading Rules
Dr. Rezk Al-Sayed Hamed Al-Wazier
English Summary

Technical analysis uses past prices to predict future prices and has been one
of the earliest, if not first, forms of investment analysis. This is due to the
information about stock prices and volume levels have been publicly
available prior to other types of financial information. After two hundred
years in practice, technical analysis has yet an efficient approach to
forecasting security movements, in clear defiance of the Efficient Market
Theory, which appeared in the middle of the last century.

In recent years, various trading rules and indicators have been
developed based on identifiable patterns. The vast majority of the literature
focuses on testing trading rule variants in different markets across the globe.
The ability of those rules to predict stock prices and profit-taking in any Arab
market is not studied yet.

Technical Analysis faces several problems; including: 1) What is the
appropriate data frequency to be used for the technical analysis? (i.e. intraday,
daily, weekly, etc data). As such, there are many studies that test trading rules
at different scales but no consensus on the optimal scale 2) What is the
number of days that must be used to assess trading signal? (the period of delay
day or 10 days or more) 3) What is the appropriate approach for the analysis?
(linear models or non-linear).

Overcoming the mentioned problems by the latest methods in the
technical trading research, the research question is: Are the rules of technical
trading able to predict stock prices in the Saudi market and reap the profits?
The research aims to answer this question by achieving the following
objectives:

1) identify the technical trading rules and how appreciation and tested,
2) how to use those rules to predict stock prices,
3) to generate buy and sell signals.

Keywords: Technical Analysis; Market Efficiency; Moving Averages;
Forecasting Stock Returns; Hurst Exponent.
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