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you sell your Japanese security. An investor can buy puts against the Japanese yen to pro

tect herself against currency risk. 

TYPE OF INVESTMENT RISK INVESTMENTS MOST AFFECTED 

Market Stocks 

Credit Municipal bonds 

Corporate bonds 

Interest rate 

Purchasing power 

Call 

Liquidity 

Political 

Currency 

Not U.S. Treasury bonds 

Fixed-income securities, such as bonds 

and preferred stock 

Fixed-income securities, such as bonds 

Callable bonds 

Thinly traded stocks and bonds 

DPPs 

Municipal securities 

Hedge funds 

Emerging markets 

Investments in foreign securities 

3.3.3. TECHNICAL ANALYSIS 

Technical analysis can also be used to value an equity security. Like fundamental ana

lysts, technical analysts try to determine whether a stock's price will rise or fall in the 

future. But instead of making a prediction based on the financial health of the company 

and industry, technical analysts look to the historical performance of the stock's price to 

predict the stock's future. In other words, a technical analyst examines the patterns of a 

stock's price movements and, based on these patterns, makes a forecast about where the 

stock's price will go in the future. 

3.3.3.1. Basic Charts and Patterns 

Technical analysis is premised on two assumptions. 

T he first is that all available information is reflected in the price of a security, and 

therefore it does not pay to look for value or find pricing or market anomalies. 

T he second is that prices move in trends and patterns and that these trends and 
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patterns are discernible. So a technical analyst will plot patterns on a graph and try to 

profit from the trends she finds in the data. 

3.3.3.2. Support and Resistance 

Technical traders believe there are prices which a stock may have difficulty pushing past. 

When a stock price is rising, it may hit a ceiling price called a resistance level that it 

will "bounce" off of. At this price, traders will begin to sell off their holdings. Conversely, 

when the stock price is falling it is likely to hit a support level, or floor price. When a 

stock price is at its support level, we say that the stock is oversold and traders will collec

tively begin to buy. The term oversold means that a stock has been sold to a price below 

its true value and it is now ready to be bought. When the price is at its resistance level, 

we say it is overbought, which means that investors have bought to the point that it is 

trading above its true value, and now traders will begin to sell. 

The price range between support and resistance typically trends up or down. This 

range is called a trading channel, or a price channel. A bullish trading channel shows 

an upward trend, whereas a bearish trading channel shows a downward trend. 

At certain points, a stock may break through its trading channel. A technical trader 

believes that these breakthrough points can be predicted through patterns and, hence, 

be profited from. The following patterns predict the onset of either bullish or bearish 

trends for a stock or a market. 

3.3.3.2.1. Bearish Patterns 

Head and shoulders. This pattern shows a small peak (shoulder), 

followed by a large peak (head), followed by a small peak again 

(shoulder). When the second peak occurs, this signals that the price 

is about to drop rapidly and that it would be a good time to sell. 

After the completion of the head and shoulder pattern, the stock is 

expected to fall below its support level and continue to fall. A head 

and shoulders pattern predicts a downward trend in the stock. 

Double top. This price formation resembles a peak, then a valley, 

then another peak at the same price as the first peak. The valley price 

is said to be the "neckline," and after the second peak, if the price 

drops below the neckline, it is said to indicate that the price will drop 

below the support level and continue on a downward trend. 

An inverse saucer. An inverted U shape predicts a downward trend. 

3.3.3.2.2. Bullish Patterns 

Reverse head and shoulders. This is an opposite pattern of the head 

and shoulders, and it predicts an upward trend in the stock. This pat

tern is also called head and shoulders bottom. 
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Double bottom. This is a valley followed by a peak, followed by 

another valley of approximately the same height as the first valley. The 

intervening peak is believed to be the "neckline," and after the second 

valley, if prices rise above the neckline, then this confirms the forma

tion of a double bottom, which signals the end of a bear ( declining) 

trend. 

Cup and handle. A U-shaped curve with a slight 

downward handle will occur before a significant 

upward trend. 

Saucer. A flat cup without the handle will occur 

before an upward trend. 

3.3.3.2.3. Consolidation 

�saucer 

Consolidation is a period when the market price of an asset is relatively 

stable and moves between support and resistance in a narrow trading 

channel. Consolidation ends when the price breaks through support or 

resistance. 

3.4. RETIREMENT PLAN ACCOUNTS: 

QUALIFIED VS. NON-QUALIFIED PLANS 
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Most of us would like to stop working at some point in our lives. In order to do that, 

we need to have saved a sufficient amount of money to live on. To achieve this difficult 

task, most people rely on a formal retirement plan. A retirement plan is a savings or 

investment vehicle that is intended to provide income during retirement. The plan may 

be employer-sponsored, meaning that it is organized and managed by the participant's 

employer, or it may be an individual plan that is managed by the participant. Even though 

securities are often bought and sold within a retirement plan account, a retirement plan 

is not considered a security. 

At the heart of most retirement plans are two goals: 

1. To provide enough income to live off of in retirement

2. To defer taxes until the participant is in a lower tax bracket, which usually occurs

at retirement

Retirement plans can be either tax qualified or non-tax qualified. Tax-qualified plans 

allow participants to make contributions to the plan with pre-tax dollars. This means 

that participants can deduct the amount of their contribution from their income when 

calculating their taxes. Employers can also deduct their contributions from their corpo

rate taxes. Contributions into non-qualified plans are made with after-tax dollars. With 
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