CHAPTBRE
| NTRODUCTI ON

1.10verview

As in all financial markets, primary question in the stock market is how market
participants and stock traders forecast future market prices. The two gg@adchesor
predicting stock market prices used by market professionals are fundamental or intrinsic
value anal ysis and c Bahtypeé of andlysipave béenteymgr ni cal "

to answer the same question, but entirely different in nature.

Fundanental Analysis is a method of evaluating a stock by attempting to measure
its intrinsic value.Fundamental analysts study everything from the overall economy and
industry conditions, to the financial condition and management of companies. In other
words, fundamental analysigvolves using real data to evaluate a stock's value. The
method uses revenues, earnings, future growth, return on equity, profit margins and other

data to determine a company's underlying value and potential for future growth.

Techncal, or chartist, analysis of financial markets involves providing forecasts of
asset prices or buy/sell advice on the basis of visual observation and examination of the
past history of price movements (Edwards et al., 1967), perhaps with the aid of certai
quantitative techniques such as momentum indicators and moving averages (Murphy,

1986), without considering any fundamental factors.

Page|l
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



This research tries to extend the results of previous studies conducted on the use of
fundamental analysis and tectali analysis among professional securities participant such
as security dealers, analysts, fund managers, brokers and portfolio managers. These
studies are conducted United Kingdomby Taylor and Allen (1992), Hong Kong by Lui
and Mole (1998and Wongand Cheung (1999Frankfurt, London, Vienna, and Zurich by
Oberlechner (2001), South Africa by Essop (20@®rmany, Switzerland, United States,

Italy and Thailand by Menkhoff (2010), Israel Iyohen, et al.(2011), Kuwait by
Almujamed et d. (2012) andndia byKumar, et al(2013).

1.2Research Problem

Both fundamental and technical analyses are used by many investors, both
professional and amateur alike, to make investment purchasing decisions of stocks. They
are significant tools in the investmartmmunity, in that they are not only used for valuing
stocks, but also for timing buy and sell decisions. Thergtbre study investigatethe
following researchquestion Do fundamentaland technical analses as investment
approaches affethe awarenes and use of thavestment decisiomaking process of the

securities brokerage firms in thgyptian Stock Markét

1.3Research Objectives

This research is intended to:

1 Measure the difference betweenhe level of awareness and the degree of
understanding of the fundamental and technical analyses by the customer account

managers in thEgyptian Stock Exchange.

1 Measurethe relationship betweetne type of investment approach used and the
phase of investent decisiormaking process (selection/trading) by the customer
account managers in tlgyptian Stock Exchange.
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1 Measurehe relationship between tipersonal informatiofeducational level/ years
of experience) and the type of investment approach usa@t/éstment decision
making process(selection/trading)by the customer account managers in the
Egyptian Stock Exchange.

1 Measure the relationship between the length of time period needed in forecasting
and the type of investment approach used in ittvestment decisiomaking
procesgselection/tradingpy the customer account managerthe Egyptian Stock
Exchange.

1 Measure the relationship between the availability of insider information and the
type of investment approach used in investment decis@king process
(selection/trading) by the customer account managers inEthgtian Stock

Exchange.

1.4Researchimportance

The role of fundamental and technical analyses in affectiteg investment
decisionmaking of the securities brokerage firms represents a milestone in stock valuation.

The importance of this study can be summarized as follows:

1.4.1 Academic Importance

Due to, thelack of academic literature regarding the role of fundamental and
technical analysesn affecting the investment decisionaking process of securities
brokerage firms in th&gyptian Stock Marketthis research discusses the usefulness of
thee investment approaches in valuation stocks bysHwmurities brokerage firms.It

focuses on the fundamental and technical analysis approaches.
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1.4.2 Practical Importance

1 It can helpthe professional (such éisancial analystsand nonprofessional (such
as investorssecurities market participants to increase their financial awareness of
fundamental and technical analyses when investiggyptian Stock Exchange.

1 It can provideempirical local evidence regarding the useéds of fundamental and

technical analysis approaches.

1 It can providenvestors and financial analysts with investments analysis approaches
that help them in valuation stocks to reduce the risk associated with investment

decisions in th&gyptian StockExchange.

1.5Thesis Structure

This research is organized as follows: next chapter (Chapter two) presents the
literature review which provides an overview of the modern investment theories including
efficient capital market and behavioral finance tas¢ concerned with the relationship
between the fundamental and technical analysis approaches and the investment decision
making. Then, the empirical studies are highlighted relevant to the same topic. Chapter
three discusses the theoretical framework,tieehodology used to conduct the research
study, the research model, the research questions, the research hypotheses, the research
design, the sampling process, the data collection methods and the data analysis techniques.
Chapter four provides the empaicresult of testing the hypotheses and discussion of the
findings; it includes the descriptive statistics and -&juare distribution used in the
analysis. Eventually, chapter five provides summary, conclusion, and recommendations for

future research. Rearch outline can be organized as follows:
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1 Chapter One: Introduction

1 Chapter Two: Literature Review

1 Chapter Three: Theoretical Framework and Research Design
1 Chapter Four: Data Analysis and Findings

1 Chapter Five: Conclusion and Recommendationfor Future Research
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CHAPTER TWO
LITERATURE REVIEW

2.10verview

This chapter considers research in finance and reviews some research milestones.
It discusses modern investment theories including efficient capital market and behavioral
finance. Also, it discusses the fundamental and technical analysis approachedreasd def
some important tools in each approach in order to highlight their need in the investment
decisionmaking. Moreover, it addresses the impattthe awareness and use tbkse
approache®n the investment decisiamaking process in the securities brags firms
through using relevant studies applying fundamental and technical analyses among

professional securities market participants.

2.2Finance Theory

AStandard finance is the body of knowl e
the arbitrage principles of Miller and Modigliani, the portfolio

principles of Markowitz, the capital asset pricing theory of Sharpe,

Lintner, and Black, and the optigaricing theory of Bhck, Scholes,

and Me rtatm@am D999 irSPompian, 2006).

Standard finance assumes that investors are profit maximizers and rational in
their investment decisions. In contrast, capital market researchers provide evidence that
there are some anomaliestthi® not support the assumptions of standard finance. They
provide alternatives for the rational behavior. They document that investors committed to
some cognitive biases in taking investment decisions (Mahmoud, 2012). The efficient

market hypothesis is éhmost prominent financial theory.

Page| 6
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



2.2.1 Efficient Capital Markets

Reilly and Brown define the efficient capital markettab t i s one i n whic
prices adjust rapidly to the arrival of new information and, therefore, the current prices of

securitesrek ct all i nformation about the security.

Kendall (1953) observed that stock priceb e have al most | i ke wan:
In this case, the difference between the stock price at time t and stock price af time t
just a random error. Consequently, the investors cannot use historical prices to predict
future prices (Mahmoud, 2012).

Samuelson (1965) presents his approachinf i ci ent mar ket i n his
properly anticipated prices f linfoomatiomalye r andc
efficient market, if the prices are properly anticipated, the price changes should follow a
random walk and cannot be forecas(¢&d, 2007). In other words, if the prices fully
incorporate the information and the expectations of market participants, the price change

cannot be forecasted (Mahmoud, 2012).

Fama (1965) notes thét 1l n an ef fi ci ent mar ket , on t
among rational, profima xi mi zi ng participants Awi || cal
i nformation on intrinsic values t @Mtuiag r ef | ec

2009). Fama (1970) reviews theory and empirical work in market efficiencyfinedehe
efficient capital market agit h at mar ket in which Athe stock
al | avai | ab Inghis marketofirnm aan make praduction investment decisions

and investors are able to choose among the stocks issuedsbyithts, which helps assets

allocation. (Mahmoud, 2012)

Page|7
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



2.2.1.1Random Walk Hypothesis

Random walk hypothesis postulates that stock prices move in a random fashion. So
the price of period t+1 has no relationship with the price of peridddording toAczel et

al (2006),it can be epglained statistically as follows:
Zti Zt-1=0t
Where:

- Zt stands for price at time t,
- Zt-1 stands for price at timelt, and

- 0Ot stands for a random error.

The random walk exists when the difference between the ptozzk today and the
stock price tomorrow represents a pure random error (Gujarati, 2004). In other words, it
occurs when there is not a persistent trend or pattern in the movement of prices. In this
case, the price of t+1 cannot be forecasted (Aczel anohdgopandian, 2006). It is
assumed that the error term has a mean of zero, so the price tomorrow will be equal to the

price today (Gujarati, 2004). Hence, the expected excess return of stock must be zero.
Fama (1970) expresses it as follows:

E (j,t+1/3 1) = E (1], t+1).

It means that the successive price changes are independent of the information

available at time t.
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2.2.1.2Efficient Market Assumptions

Fama (1970) provides his theory based on the following assumptions:

1 Market is always in equilibrium.

1 New information comes to the market in a random fashion, so it is independent

and unpredictable.
1 This information is costless and available to all investors at the same time.
1 There are no transaction costs in tradingigges.

1 There are numerous competing rational investors who react rapidly and fully to the

information, causing stock prices to be adjusted.

1 Profit maximizing investors act in their own saiferest through analyzing,

valuing stock, and trading off between risk and return.

From the definition and assumptions, market efficiency addresses three aspects:

a. Information

According to the efficientmarket, new information comes to the market in a
random fashion, so it is independent and unpredictable. It is also costless and available to
all investors at the same time. In reality, it is not available to all investors at the same time
(Mahmoud, 2012)Moreover, the investor should pay for attaining the information needed
for investment decisions (ReilgndBrown, 2006). Also, information content is subject to
change because of the time lag between the news announcements and the receiving of this
information (Kirkpatrik and Dahlquist, 2007). Moreover, information is discounted in the

chart before its announcements (Murphy, 1999).
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b. Market Participants

In an efficient market, it is assumed that there are numerous competing rational
investors who reactapidly and fully to the information, causing stock prices to be
adjusted. They act in their own séiterest through analyzing, valuing stock, and trading
of f between risk and return. I nvestorso rati
efficiency (Mahmoud, 2012). Lo (2005) argues that investors are subject to irrational
behavior from time to time. They may overreact to the earnings announcements (DeBondt
and Thaler, 1985), or underreact to earnings announcements (Ball and Brown, 1968 in
Kothari, 2001). However, Fama (1997) argues that weaction and undeeaction are
Achance resul t o.-readtibn toaimfagnuatos is tash ammoni aswueder
reactiono. I n other wor ds, the expected val

generges deviations from zero in both directions.

c. Stock Prices

As stock prices reflect all available relevant information, then stock prices represent
a good estimate of the intrinsic value (Mahmoud, 2012). It does not mean that the stock
price represents arceurate value over time, but it requires that the errors in valuing stock
prices are unbiased (Damodaran, 1994). These errors in valuing the stock are
unpredictable, and investors cannot benefit from those errors. This implies that there is no
investment gategy that can beat the market, so any differences in returns are attributable

only to the differences in levels of risk (Mahmoud, 2012).

2.2.1.3Efficient Markets Hypotheses

The Efficient Market Hypothesi¢EMH) is introduced by Markowitz in 1952 and
subsequentlys named by Fama in 1978MH assume that markets incorporate all public
information and assert that share prices reflect all relevant information (Essop, 2006).
Fama (1970proposes three forms of market efficiency: weak form, semi strong nd

strong form.
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a. Weaki Form Efficient Market Hypothesis

This form assumes that current stock prices fully and rapidly reflect all market
information. This market information includes historical prices, trading volume, any
derivatives from these datauch as the rate of returns, and any magketerated
information (Reilly and Brown, 2006). So there is no relationship between historical
market information and future prices, and the investors cannot use this information to earn

abnormal returns (Mahmou#é012).

b. SemiStrong Efficient Market Hypothesis

According to this form the market is assumed to be efficient when the stock prices
fully and rapidly reflect al | public inforn
announcements, economic and paodit news. This form also encompasses the weak form,
so public information includes market information and nonmarket information. This form
assumes that the stock price represents a (¢:¢

implies that investorsannot benefit from using fundamental analysis (Mahmoud, 2012).

c. Strong Efficient Market Hypothesis

According to this form, market is considered to be efficient when the stock prices
fully and rapidly reflect all available public information and also private information.
Private information refers to that information which can be accessed by some\wkople
have 6éa monopolistic accessd such as corpor
This form assumes that investors cannot make use of information, either public or private,
to realize abnormal returns. Strong form encompasses the semi stronghtbthe aveak
form. So if the market is neither weak form efficient nor semi strong form efficient, it will

be impossible to be strong form efficient (Mahmoud, 2012).
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2.2.2 Behavioral Finance

Modern economic theories assume that investors are rational andh weal
maximizers. They did not give attention to emotions and psychology influence on
investment decisions. In contrast, Behavioral finance seeks to understand and predict
systematic financial market implications of psychological decision process (Olsernnl1998
Reilly and Brown). Behavioral finance studies the influence of psychology on the behavior
of financial practitioners and the subsequent effect on markets. It helps explain why and
how the stock market is inefficient. There are some cognitive biase®xpkin how

people think.

2.2.2.1Prospect Theory

Cognitive psychologists Kahneman and Tversitg considered the fathers of
behavioral finance. They relate psychological concepts with implications for behavioral
finance. They have focused research on the cognitive biases and heuristics that lead to

irrational behavior.

Kahneman and Tversky1979) present prospect theory that describes the
i nvestorsd choice under ri sk. 't is an alter
with theory of expected utility, prospect theory focuses on change in wealth not on the
level of wealth. liargues that investors value gains and loss in different ways. It shows that
losses have more emotional impact than an equivalent amount of gains, because people are
loss averse. They also find that people underweight outcomes that are merely probable in
comparison with outcomes that are obtained with certainty which is called the certainty

effect.

2.2.2.2Cognitive Biases

A cognitive bias refers to the human tendency to make systematic errors in certain
circumstances based aognitive factors rather than evidence. Cognitive psychologists
document many patterns regarding how people behave (Mahmoud, 2012). Some of these

patterns are as follows:
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a. Representativeness

Kahneman and Tversky (1974) shdhat when people are asked to judge the
probability that an object or an event A belongs to a class or a process B, they use
representativeness heuristic. In representativeness bias people evaluate probabilities by the
degree to which A is representativef B. It demonstrates that judgment by
representativeness may lead to serious errors, because it does not take into consideration
factors that should affect judgments of probability. Representativeness bias may lead to
baserate neglect and sampéize nglect. In baseate neglect, people tend to put too much
weight on recent experience (Ritter, 2003). In sarsfde neglect, people fail to accurately
consider the sample size of data that are used in judgment.

b. Anchoring

It refers to the tendency to anchour thoughts to a reference point when we
estimate or take a decision. Kahneman and Tversky (1974) argue that in numerical
prediction, when a reference value (an anchor) is available, people make estimates by
depending on this anchor. When people receesx information, they adjust this reference

insufficiently indicating that people underreact to new information.

c. Availability

Kahneman and Tversk{1974) find that when people are asked to assess the
frequency of a class or the probability of an event, they do so by depending on the ease
with which occurrences can be brought to mind. In other words, people depend on the

information available in thememories.

d. Cognitive Dissonance

It refers to mental discomfort resulting from conflict between new information

acquired and existg experience (Pompian, 2006).
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e. Framing

Framing effect refers to the way a problem is presented to the decision maker
(Barberies and Thaler, 2002). Kahneman and Tversky (1981) show that the preference can

be shifted when the same problem is framrmediiferent ways (Sewell, 2010)

f. Loss aversion

Modern economic theories assume that individuals (investors) are risk averse. In
contrast, Kahneman and Tversky (1979) show that individuals tend to be risk averse in the
face of gains and risk seeking in the face of losses. In other words, people tend to avoid
loss than to acquire gain. This may be due to the fact that people valseagdilosses in
different ways where losses have more emotional impact than an equivalent amount of

gains.

g. Conservatism

In contrast to representativeness heuristic in overweighting recent experience,
conservatism heuristic refers to underweightingordbabilities of events (Barberis and
Thaler, 2002). In other words, when things change, people tend to underreact because of
the conservatism bias (Ritter, 2003). It can help explain why investors underreact to new

information.

h. Overreaction

DeBondt and Taler (1985) discover that people systematically overreact to
unexpected and dramatic news events. Consistent with the predictions of overreaction

hypothesis, portfolios of prior losers outperform portfolios of prior winners.
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i. Overconfidence

It refers b the notion that people overweight their abilities causing overconfidence
in their judgment (Ritter, 2003Barber and Odean (2001) documents that men are more
overconfident than women, and they trade more and earn lower return. There are two types
of overconfidence; prediction overconfidence and certainty overconfidence (Pompian,
2006). Prediction overconfidence refers to the confidence intervals that investors assign to
their investment predictions are too narrow. As certainty confidence is a confitence

which investors are certain of their judgment.

j.  Mental Accounting

It refers to the set of cognitive operations used by individuals and households to
organize,evaluate and keep track of financial activities (Ritter, 2003). It describes the
tendency of individuals to separate events into different accounts based on some subjective

criteria.

k. Disposition

Disposition effect refers to the notion that people avealizing paper losses and
seek to realize paper gains (Ritter, 2003). So people tend to hold on losing stock too long

and sell winning stock too early.

|. Herding

Herd behavior refers to the individual sbo
2006).
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2.2.3 Analytical approaches used in Investment decisiemaking

2.2.3.1 Fundamental analysis approach

The fundamental analysis definition, stages, and concepts and tools will be

discussed as follows:

2.2.3.1.1 Fundamental analysis definition

Fundamental analysis is the study of economic, industry, and company conditions
in an effort to determine the value of a <co
focuses on key statistics in a companyo6s fii
stock price is correctly valued.Thus, Fundamental analysis is the examination of the
underlying forces that affect the wdléing of the economy, industry groups, and
companies. The goal here, similar to the purpose of most analysis, is to deriveaatforec

and to proit from future price movemen{&hrman,2006)

At the company level, fundamental analysis may involve examination of financial
data, management, business concept, and completion. At the industry level, there might be
an examination of suppland demand forces for the products offered. For the national
economy, fundamental analysis might focus on economic data to assess the present and
future growth of the economy. To forecast future stock prices, fundamental analysis
combines economic, indussr y, and company analysis to der.i
and to forecast future value. If fair value is not equal to the current stock price,
fundamental analysts believe that the stock is eitheravendervalued and the market

price will ultimately gravitate toward fair valu@ochi, 2011)
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2.2.3.1.2 Stages of fundamental analysis

The analysis of economy, industry and company fundamentals constitute the main
activity in the fundamental approach to security analysis. These can be viedvdrant
stages in the investment decisimaking process and can be depicted graphically with

three concentric circles as shown in figure 2.1:

Figure 2.1: EIC analysis framework

E cononxy

Industry

Comp any
Analysis

Analysis

a. Economic analysis

The performance of a company depends orpdrermance of the economy. If the
economy is booming, incomes rise, demand for goods increases, and hence the industries
and companies in general tend to be prosperous. On the other hand, if the economy is in
recession, the performance of companies wéllgenerally baqKevin, 200§. The key

economic variables that an investor must monitor as a part of his fundamental analysis are:
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M Growth rates of national income

The rate of growth of the national economy is an important variable to be
considered byn investor. GNP (gross national product), NNP (net national product) and
GDP (gross domestic product) are the different measures of the total income or total
economic output of the country as a whole. The growth rates of these measures indicate the
growth rate of the economy. The estimates of GNP, NNP and GDP and their growth rates

are made available by the government from time to time (Sanesh, 2011).

The estimated growth rate of the economy would be a pointer towards the
prosperity of the economy. An @womy typically passes through different phases of
prosperity, known as the different stages of the economic or business cycle. While
analyzing the growth rate of the economy, an investor would do well to determine the stage
of the economic cycle throughhich the economy is passing and evaluate its impact on his
investment decision. The stage of the economic cycle through which a country passes has
a direct impact on the performance of industries and compéafésn( 200§. The four

stages of an economiycle are:

1 Depressionstage:during a depression, demaddcreases and inflation and interest
rates increase. Accordinglypmpanies are forced to reduce production, shut down

plant and lay off workers.

1 Recovery stage: during this stage the economystartsto revive after depression.
More investments in the economy are due to the increase in deA®mrdresult,

companies are intended to increasedpction, employment and profits

1 Boom stage: in this stage, the high demand leads to raise tiwestments and

production. Hence , anpaniesiormallygeneratéiigher profits.

1 Recession stageduring this stage,he economygradually startsto experience a
downturn in demand, production, employment, etc. The profits of companies also

start to decline.
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1 Inflation

Inflation occurredin the economy hasignificantimpact on the performance of
companies. Higher rates of inflati@ausean upset business planagcrease ircost low in
profit margins and decrease in buyipgwer in the hands of consume#sccordingly,
demand for products of companies will be ldndustries and companies prosper during
times of low inflation. As part of the fundamental analysis, an investor should evaluate the
inflation rate occurredin the economy currently as also thentteof inflation likely to

occurin the future (Ranganatham and Madhumathi, 2006).

M Interest rates

The cost and availability of credit for companies operating in an economy are
determined bynterest rates. A low interest rad@couragesvestment by making credit
available easily and cheaply. Moreovhigher profitability occurs due ttower cost of
finance for companie®©n theother handlower profitability and lower demand occur due
to higher interest rateand higher cost of prodution. An investor has to consider the
interest rateoccurredin the different segments of the economy and evaluate their impact

on the performance and profitability of companies (Pandian, 2001).

1 Government revenue, expenditure and deficits

As the government is the largest investor and spender of money, the trends in
government revenue, expenditure and deficits have a significant impact on the performance
of industries and companies. Expenditure by the government stimulates the economy by
creating pbs and generating demand. Since a major portion of demand in the economy is
generated by government spending, the nature of government spending is of great
importance in determining the fortunes of many an indugtryinvestor has to evaluate

these careilly to access their impact on his investmd®anesh, 2011).
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1 Exchange rates

The performance and profitability of industries and companies that are major
importers or exporters are considerably affected by the exchange ratesufrémey of a
country against major currencies of the world. A depreciation of the rupee improves the
competitive position of Indian products in foreign markets, thereby stimulating exports.
But it would also make imports more expensive. A company depgheavily on imports
may find devaluation of theurrencyaffecting its profitability adversely. An investor has
to keep track of the trend in exchange ratesuofency An analysis of the balance of trade
deficit, balance of payments deficit and the igmeexchange reserves will help to project

the future trends in exchange rat8arjesh, 20)1

1 Infrastructure

Thedevelopment of an economy depends very much on the infrastructure available.
Industry needs electricity for its manufacturing activities, roads and railways to transport
raw materials and finished goods, communication channels to keep in touch witkersuppli
and customers. The availability of infrastructural facilities such as power, transportation
and communication systems affects the performance of companies. Bad infrastructure
leads to inefficiencies, lower productivity, wastage and delays. An invelstald assess
the status of the infrastructural facilities available in the economy before finalizing his

investment plans (Pandian, 2001).

 Monsoon

The economyof a country inwhich an agrarian economy and agriculture forms a
very important sector of theountry economy. Because of the strong forward and
backward linkages between agriculture and industry, performance of several industries and
companies are dependent on the performance of agriculture. But the performance of
agriculture to a very great extedepends on the monsoon. The adequacy of the monsoon
determines the success or failure of the agricultural activiti¢isisrcountry. Hence, the
progress and adequacy of the monsoon becomes a mattertoéareaern for an investor
in his country(Kevin, 2006).
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1 Economic and political stability

A stable political environment is necessary for steady and balanced growth. No
industry or company can grow and prosper in the midst of political turmoil. Stable long
term economic policies are what are needednidustrial growth. Such stable policies can
emanate only from stable political systems as economic and political factors are
interlinked. A stable government with clear cut léegn economic policies will be
conductive to good performance of the econg8gnesh, 2011).

b. Industry analysis

An investor ultimately invests his money in the securities of one or more specific
companies. Each company can be characterized as belonging to an industry. The
performance of companies would, therefore, be influegethe fortunes of the industry
to which it belongs. For this reason an analyst has to undertake an industry analysis so as to
study the fundamental factors affecting the performance of different industries (Kevin,
2006).

In an industry analysis, thereean number of key characteristics that should be
considered by the analyst. These features broadly relate to the operational and structural
aspects of the industry. They have a bearing on the prospects of the industry. Some of these

are:

1 Demand supply g@

The demand for a product usually tends to change at a steady rate, whereas the
capacity to produce the product tends to change at irregular intervals, depending upon the
installation of additional production capacity. As a result, an industry is likely
experience undesupply and ovesupply of capacity at different times. Excess supply
reduces the profitability of the industry through a decline in the unit price realization. On
the contrary, insufficient supply tends to improve the profitabilityuglohigher unit price
realization. As part of industry analysis, an investor should estimate the demand supply
gap in the industry (Sanesh, 2011).
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1 Competitive conditions in the industry

Another significant factor to be considered in industry analysisescompetitive
conditions in the industry. The level of competition among various companies in an
industry is determined by certain competitive forces. These competitive forces are: barriers
to entry, the threat of substitution, bargaining power of thets)yargaining power of the
suppliers and the rivalry among competitors. New entrants to an industry increase the
capacity in an industry. But these new entrants may face certain barriers to their entry. The
barriers to entry may arise because of prodiiffeérentiation, absolute cost advantage or

economy of scale (Sanesh, 2011).

1 Product differentiation refers to the preference buyers have for the products of

established firms. Their products enjoy a premium in the market.

1 Absolute cost advantageefers to the ability of established firms to produce their

products at a lower cost than any new entrant.

1 Economy of scalerefers to the situation in which it is necessary to attain a fairly

high level of production in order to obtain economically iielaslevels of cost. In
some industries it may not be economical to set up small capacities. An industry
which is well protected from the inroads of new firms would be ideal for

investment.

New inventions are always taking place and new and bettdugts are replacing
the existing ones. An industry that can be replaced by substitutes or is threatened by
substitutes is in a weak competitive position. The prospects of such an industry cannot be
considered promising. | nt pravails, itha buyessthaveymoreh e r e b
bargaining power. They would demand better quality and better services; they would also
force down the prices, eroding profitability in the industry. Thus, an industry which is
dictated by buyers would be in a weak compagiposition. On the contrary, an industry
where the sellers have higher bargaining power is expected to do well and be in a stronger

position.
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Where supply exceeds demand and there are many competing firms, the rivalry
among the competing firms in andunstry is likely to increase. This will lead to price cuts
and heavy advertising as each competing firm tries to capture a larger market share. In
such a situation, the companies in the industry lose their competitive edge and their

profitability gets erodd.

 Permanence

In this age of rapid technological change, the degree of permanence of an industry
is an important consideration in industry analysis. Permanence is a phenomenon related to
the products and the technology used by the industry. dhatyst feels that the need for a
particular industry will vanish in a short period, or that the rapid technological changes
would render the products obsolete within a short time, it would be foolish to invest in
such an industryKevin, 2009.

9 Labour conditions

The state of labour conditions in the industry under analysis is an important
consideration in an economy such as ours where the labour unions are very powerful. If the
labour in a particular industry is rebellious and is inclined to resattites frequently, the
prospects of that industry cannot become bright (Pandian, 2001).

1 Attitude of government

The attitude of the government towards an industry has a significant impact on its
prospects. The government may encourage the growtbrt#in industries and can assist
such industries through favorable legislation. On the contrary, the government may look
with disfavor on certain other industries. In Indiar instancethis has been the experience
of alcoholic drinks and cigarette inglues. The government may place different kinds of
legal restrictions on its development. A prospective investor should, therefore, consider the
role of the government is likely to play in the industrywhether it will support the
industry or will restra n t he i ndustryos devel opment
(Pandian, 2001).
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1 Supply of raw materials

The availability of raw materials is an important factor determining the profitability
of an industry. Some industries may have no difficulty in obtgitihe major raw materials
as they may be indigenously available in plenty. Other industries may have to depend on a
few manufacturers within the country or on imports from outside the country for their raw
material supply. Industry analysis must take iotmsideration the availability of raw
materials and its impact on industry prospekisvin, 2006.

9 Cost structure

The cost structure that is the fixed and variable cost, affect the cost of production
and profitability of the firm.The higher the fixed cost component, higher is the sales
volume necessary to achieve braalen pointOn the contrarythe lower the proportion of
fixed cost relative to variable cost, lower would be the bmadn point. Lower breagven
point provides fgher margin of safety. An analyst would consider favorably an industry
that has a lower breakven point. An analyst must evaluate all the above factors before
making an investment decision. If the above factors indicate that the industry has favorable

future prospects, funds may be committed to that industry (Pandian, 2001).

c. Company analysis

Company analysis is the final stage of fundamental analysis. The economy analysis
provides the investor a broad outline of the prospects of growth in the economy. The
industry analysis helps the investor to select the industry in which investment would be
rewarding. Then he has to decide the company in which he should invest his money.
Company analysis provides the answer of this question. Company analysis deals with the

estimation of return and risk of individual shares. This calls for information. (K2006)
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The prosperity of a company would depend upon its profitability and financial
health. The financial statements published by a company periodically help us to assess the
profitability and financial health of the company. The two basic finarsialements
provided by a company are the balance sheet and the income statement (Kevin, 2006). The
first provides information about the fund in
fund while the second provides information about the reveaneshe expenses that have

been incurred to generate these revenues (Mahmoud, 2012).

The importance of financial statements is that they are the main source of
information when decidingvhether to lend money to the firm or to invest in it (Reilly &
Brown, 2006). Providing the investors with financial information useful in making
investment decision represents one of the main goals of financial reporting. Therefore,
financial ratios are designed in order to help the investorsvaluaing financial
statements (Mahmoud, 2012).

Ratio analysis helps an investor to determine the strengths and weaknesses of a
company. It also helps him to assess whether the financial performance and financial
strength are improving or deteriorating. Ratios can be userbfoparative analysis either
with other firms in the industry through a cross sectional analysis or with the past data
through a time series analysis (Kevin, 2006). Five groups of ratios may be used for

measuring different asgerheakh. of a companyds p

9 Liguidity Ratios

The | iquidity ratios show the relationshi

its current liabilities.

9 Current Ratio

The current ratio is the begnown and most widely used because current assets
and liabilities are, in principle, converted to cash dierfollowing 12 months (Ross et al,
2008) . This ratio measur etermamnfediateynfinanialabi | i ty
obligations(Essop, 2006 It is more informative in identifying financial failures than other
liquidity measures (Altman, 2008 Mahmoud 2012).
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A high current ratio indicates liquidity, but it also may indicate an inefficient use of
cash and otheshortterm assets. When the current assets are higher than the current
liabilities, then the net working capital is positive, this means that is a health{Ross et
al, 2008). This ratio is calculated by dividing current assets by current liabi(iKesin,

2006).

9 Quick (or Acid-Test) Ratio

The Quick ratio measures the firmds abil:i
liabilities as they are shetérm obligations. The inventory is omitted because, it is the
least liquid current asset, it may turn to be damaged, obsolete or lodt, mwakes it not
reliable, and it cannot be sold sometimes. A low ratio may indicate that the firm relies too
much on inventory or other assets to pay its liabilities. A high ratio may indicate that the
firm pays its liabilities with the available quick fumdn handqRoss et al2008).This ratio
is calculated by deducting inventories from current assets and then dividiregrthmaer
by current liabilitiegKevin, 2006).

! Asset Management Ratios

Asset management ratios are a set of ratiosniegisure how effectively a firm is

managing its assets.

1 Inventory Turnover Ratio

The inventory turnover ratio measures how effectively, or efficiently, or
intensively, the firm is managing its inventory. It shows how many times during the year
the value of inventory is generated in sales (Brigham and Ehrhardt, 2068).ratio is

calculated i dividing sales by inventorig&evin, 2006).

Page| 26
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



1 Days sales outstanding (DSO)

The days sales outstanding (DS@)] so call ed the HfAaverage
(ACP), is used to appraise accounts receivable. Thus, the DSO measures the average length
of time that the firm must wait after making a sale before receiving cash. In other words, is
a measure of the averagedém of time it takes customers to pay for their credit purchases.
A high average DSQO, it is likely that a number of customers are paying very late, and those

customers may well be in financial trouble.

Therefore, if the trend in DSO over the past fewrgehas been rising, but the credit
policy has not been changed, this would be strong evidence that steps should be taken to
expedite the collection of accounts receivable (Brigham and Houston, Z00ig)ratio is
calculated by dividing accounts receil@alby average sales per day; it indicates the
average length of time the firm must wait after makingale before it receives cash
(Kevin, 2006).

1 Fixed Assets Turnover Ratio

The fixed assets turnover ratio measures how effectively the firm usext fixed
assets in generating turnover (sales). Once again, this ratio has more meaning when using it
comparatively against other companies operating in the same industry and against industry
averages (Essop, 2006). This ratio is calculated by dividahgs sbynet fixed assets
(Kevin, 2006).

I Total Assets Turnover Ratio

Asset Turnover ratio measures how effectively the firm is managing its assets. It
shows how many times during the year the value of total assets is generated in sales
(Brigham andEhrhardt, 2003). In other words, it relates the amounts invested in the total
assets to the sales generated by these assets. The higher the ratio indicates the greater
productivity of assets. This productivity may arise from efficient operation or from
increasing in sales resulting from market conditions (Piotroski, 200Mhis ratio is
calculated byividing sales by total assdisevin, 2006).
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M1 Debt Management Ratios

The debt management ratios indicate the use of debt financing.

1 Total Debt to Total Assets Ratio

The ratio of total liabilities to total assets is called diebt ratio,or sometimes the
total debt ratiolt measures the extent that the firm depends on long term debt financing.
Using external debt may be good or bad; if the firm earns more on investments financed
with borrowed funds than interest, then using debt will lever the return on equity, but it
alsoi ncreases their financi al risk, and it m
(Brigham and Ehrhardt, 2003).

The debt ratio is measured by the ratio of total debt to average total assets.
(Mahmoud, 2012) Tot al d e bebt, i.e. hothlcwreneand leng | of t
term liabilities. Creditors prefer low debt ratios because the lower the ratio, the greater the
cushion against creditorsdé |l osses in the &ev
hand, may want more leverage becaiismagnifies expected earnings (Brigham and
Ehrhardt, 2003)This ratio is calculated by dividingotal debtby total asset¢Kevin,

2006).

1 Times-interest-earned (TIE)

The TIE ratio measures the extent to which operating income can decline before the
firm is unable to meet its annual interest costs. In other words, it measures how well a
company has its interest obligations covered. Failure to meet this obligationrgategal
action by the firmdébs creditors, possibly re
2003). This ratiois calculated by dividingearnings before interest and taxes (EBbY)
interest charge@evin, 2006).
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1 EBITDA coverage Ratio(Cash Coverage)

The EBI TDA coverage Ratio measures the
operations and measures cash flow available to meet financial obligations. On the other
hand, The timemterestearned (based on EBIT), is not really a measuash available
to pay interest, because the depreciation,-cash expense, has been deducted out and
interest is a cash out flow to creditofRoss et al,2008). This ratio is calculated by
dividing earnings before interest and taxes (EBAMYl lease pagents byinterest charges
principal payments and lease paymédhisvin, 2006).

1 Profitability Ratios

The profitability ratios are a group of ratios that show the combined effects of

liquidity, asset management, and debt on operating results.

1 Profit Margins On Sales

The profit margin on sales ratio measures net income per dollar of sales (Brigham
and Houston, 2007). A profit margin below the industry average occurs because costs are
too high. High costs, in turn, generally occur because of inefficient operationsvéetowe
low profit margin is also a result of its heavy use of debt. Recall that net income is income

after interest.

Therefore, if two firms that have identical operations in the sense that their sales,
operating costs, and EBIT are the sathen the firmthat uses more debt will have higher
interest charges. Those interest charges will pull net income down, and since sales are

constant, the result will be a relatively low profit margin.
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In such a case, the low profit margin would not indicate anatiper problend
rather; it would indicate a difference in financing strategies. Thus, the firm with the low
profit margin might end up with a higher rat
to its use of financial leverage (Brigham and Ehrhardd320This ratio is calculateddy

dividing net income by salé&evin, 2006).

1 Basic earning power (BEP)

The basic earning power (BEP) ratte asur es the ability of t
generate operating income (Brigham and Houston, 200i19.ratio shows the raw earning
power of the firmbés assets, before the infl.
comparing firms with different tax situations and different degrees of financial leverage.
Because of its low turnover ratios alodv profit margin on sales, a firm is not getting as
high a return on its assets as is the average company in its industry (Brigham and Ehrhardt,
2003). This ratio is calculated by dividing EBIT by total asqé&tsvin, 2006).

M Return on total assets

Return on total assets ratio measures the return on total assets. It relates net income
to the assets that generate this income. It represents the overall measure of the firm
profitability. The firm with positive ROA is better than those with negative ROA
(Mahmoud, 2012)This ratio is calculated by dividinget income by total assefKevin,

2006).

1 Return on common equity (Bottom Line ratio)

Return on common equity is a Obottom | in
returnoncommos t ockhol dersdé i nvestment. Stock hol d
money. Ultimately this ratio (and its future projections) will play an important role in
determining the buy or sell decisions of investors (Essop, 20063.ratio is calculated by

dividing net incomeby common equityKevin, 2006).

Page]| 30
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



1 Market Value Ratios

The mar ket value ratios are a set of rat

earnings, cash flow, and book value per share.

1 Price/Earnings Ratio

The price/earnings (P/E) ratishows how much investors are willing to pay per
dollar of reported prafs. P/E ratios are higher for firms with strong growth prospects,
ot her things held constant, but thewyisare | ow
below the average, this suggests that the company is regarded as being somewhat riskier
than most, as having poorer growth prospects, or both (Brigham and Ehrhardt, T209€3).

ratio is calculated by dividingrice per sharby earnings per sha(&evin, 2006).

9 Price/Cash Flow Ratio

Price/Cash flow ratio shows the dollar amount investors will pay for $1 of cash
flow. In some industries, stock price is tied more closely to cash flow than to net income.
Consequently, investors often look at firece/cash flow ratiowhere cash flow is defined
as net income plus depreciation and amortization (Brigham and Ehrhardt, PO83atio
is calculated by dividingrice per sharby cash flow per shar@evin, 2006).

1 Market/Book Ratio

The market/book ratio is a ratio of a sto
another indication of how investors regard the company. Companies that are well regarded
by investor§ which means companies with safe and growing earnings and casd flow
sell at higher multiples of book value than those with low returns (Brigham and Ehrhardt,
2003).This ratio is calculated by dividingg st o c k 6 s bynita bokesdluglevin, c e
2006).
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2.2.3.1.3 Fundamental analysis concepts and tools

a. Portfolio theory

The portfolio theory, also it is called " modern portfolio theory " or "portfolio
management theory", is a popular finance theory on howasiskse investors can
construct portfolios; it is aimed at maximizing the expected rate ofnrdrom an
investment portfolio with a given amount of risk or minimizing risk from a particular level
of expected return by striking the right combination of assets in the portfolio. The whole
objective of this theory is to understand one's risk appetddteen make a portfolio which

gives one maximum expected returns.

As a result, diversification of assets in the portfolio plays a key role in Modern
Portfolio Theory. This has made MPT a very common practice in the financial industry.
This theory was pineered by Harry Markowitz in his paper "Portfolio Selection,"
published in 1952 by thdournal of Finance There are four basic steps involved in
portfolio construction: Security valuation, Asset allocation, Portfolio optimization and

Performance measunent.

b. Capital asset pricing model (CAPM)

Usually, investors demand a proportional return for bearing risk as the higher the
risk, the higher return must be the associated and vice versa. In selecting an optimal
portfolio, investors face two types of risk: market risk and diversifiable risk. Nasgteis
usually represented by the standard deviation of the market, while the diversifiable risk is
usually represented by the stocks beta coefficient. The diversifiable risk is achieved by
selecting betas that are negatively correlated.

In reality ths is a near impossible task to consistently find negatively correlated
betas (most stocks do well when the economy as a whole does well and vice versa). From
practice, it is found that a portfolio consisting of 40 or more stocks in a number of different

industries will reduce the variability of an average individual stock by almost half.
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William Sharpe took the idea that portfolio return and risk are the only elements to
consider and developed a model that deals with how assets are priced. This model is
referred to as the capital asset pricing model (CAPM). It is a model based on the
proposition that any stock&s -iree tpte ofrretuch r at e

plus a risk premium that reflects only the risk remaining after diversification.

c. Required Rate of return (RRR)

The required rate of retuns the minimum acceptable rate of return considering
both its risk and the returravailable on other investmeni&herefore, the CAPM provides
an important tool for measuring this importamtiationship between risk and return,
through the concept of the beta coefficient. The main premise of this model is that the only
relevant risk is the risk added to a weiVersified portfolio of securities. This relevant risk
is measured by the individul securities fAbeta coefficientc

individual security is given by Equation.

The high beta stocks are riskier than low beta stocks because they add greater
volatility to the portfolio. The stocks with high correlation coeffitis and standard
deviations will increase beta, thus will add to the volatility of portfolio. By definition an
average risk stock will have a betgl. On the other hand if beta is greater than 1, then the
stock on average is more volatile than the madgainst which its being measured, and
vice versa. The relationship between risk and return is given by the security market line
(SML) as in Equation.

The CAPM is widely used to estimate the rate of rekurBrigham and Ehrhardt
(2002), state that a research paper in 2000 reported the results of two surveys, finding that
almost 74% and 85% of the respondents in each survey used the CAPM to establish the
valuation of stocks. It must be stressed that, this method, even though wsdd)yequires
a great deal of judgment in determining the exact cost of equity capital. In conclusion, the
value of the CAPM can be found in its asser
stock is its contribution to the risk of a weliversife d por t f ol i o of shares
Ehrhardt, 2002: 219). The CAPM is calculassd
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b=0 +(0 -0 )3Q

Where,
f U =isthe expected rate of return on the stock i.
0 =isthe riskfree of return, usually the return on letegm treasury bonds.
f U =isthe average market return, also an average (Beta=1) stock
T o =is the beta coefficient of the stock i.

d. Dividend Discounting Model (DDM)

1 The General Model

The gerral model of the dividend discount model is useful for valuing stocks that
pay out a |l arge and f ai r hgashfdividendgBEssop 20®6).a mo u nt

The equation of dividendiscount model is stated as:

[T

61T

Where,

1 VO = the stock value at time 0.
1 D: = the future expected dividends that be paid t years from now.

1 K = the riskadjusted discount rate that reflects the systematic risk of dividends.

There are some derivations for this model such as the Gordon Growth Model and
the TwoStage Dividend Model.
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2.2.3.2 Technical analysis approach

The importance of discussing tetcal analysis in this study is that efficient market
hypothesis, in the semi strong form, encompasses the weak form. So if the market is not
weak form efficient, it is impossible to be semi strong (or strong) form efficient. Also,
technical analysis coaxts discuss efficient market hypothesis in such a way that supports
the market inefficiency. The implication of the weak form efficiency is that technical

analysis has no usefulness in predicting stock returns.

2.2.3.2.1 Technical analysis definition

Beforediscussing the assumptions and tools of technical analysis, it is necessary to
define what technical analysis Bdward and Magee (2001) defitechnical analysis as
thatnsci ence of recording, usually inegraphic
changes, vol ume of transactions, etc.) I n a

deducing from that pictured history the prob

Murphy (1999) definesitasit he study of market acti on,
of charts, forte pur pose of f or ec aMatketacgon fefers to three pr i c e
sources of information, available to the technician, i.e., price, volume and open interest
(open interest is used only in futures and options). Essentially this action is utlieofes

crowd behaviouor rather, the mass behaviour of buyers and sellers.

Kirkpatri k and Dahl qui st (2007) define t
market data, primarily price and volume data; this information is used to make trading or

investng deci si onso.

Achelis (2001) define@s otceslniodalananylzy figs

historical prices in an effort to determine probable future prices.

From previous definitions, it can be concluded that technical analysis focuses on
the market actions rather than the goods in which the market deals. It depends mainly on

graphs and charts in using market data to forecast future price trend.
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2.2.3.2.2 Technical analysis assumptions

The technical approach is based on three assumptions: Matlat (Price Action)

discounts everything, Prices move in trends, and History repeats itself.

a. Market action (Price Action) discounts everything

This assumption represents the milestone of technical analysis; technicians argue
that all factors that camffect the price such as economic conditions, fundamentals,
i nvestorsd psychol og yTheseefdctors affect sapply amd dermand e d |
in stock market which, in turn, affects stock prices. Technical analysts do not consider the
reasonbehind stock prices change, but they let the market tells them about the probable
direction (trend) (Murphy, 1999).

b. Prices move in trends

Based on Newtondés | aw of motion, a trend
to reverse, technical analysts claim that stock prices move in trends. This movement will
continue till a sign of reversal movemeaypearsThese trends have different ditens
and durations. They may be either up or down or sideways, and they may be brief or of
long duration. According to Dow Theory, they are classified as major, intermediate, or
minor (Edward and Magee, 2001). So to profit from using technical anailygestors
should identify the profitable trend in its early stage until the evidence to reversal

movement appears (Murphy, 1999).

c. History repeats itself

As technical analysis deals with the psychology of investors, it assumes that the
investors will behee as they did in the past at similar circumstances. So the future
represents the repetition of the past (Murphy, 1999). As mentioned in technical analysis
definition that is technical analysis uses graphs and charts to reflect market actions (prices),
it assumes that prices tend to form into patterns that can be predicted. Technical analysts
believe that these patterns and formations
(Kirkpatrik and Dahlquist, 2007).
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2.2.3.2.3 Technical Analysis concepts and tools

In the bginning, someconcepts will be explained such as the trend concept,
trading range concept and support and resistenags concept. Then, the chosen tools

such as trenlines, chart analysisdmomentum indicators will be discussed.

a. Trend concept

Trend is simply the direction of the marKk
generally move in a straight line in any direction. Market moves are characterized by a
series of zigzags. These zigzags resemble a series of successive waves withvfairs/ ob
peaks and troughs. So, the market trend is identified by the direction of those peaks and

troughs which e moving up, down or sideways (Thomsett, 2003).

1 The uptrend

Firstly, an uptrend is a series of successively higher peaks and troughs.

Figure 2.2: Example of an uptrend with ascending

peaksand troughs

Source: adapted fromMr phy i n ATech I anal ysi s

ni ca
ofthef i nanci al marketso, (1999)
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M The downtrend

Secondly, a downtrend is a series of declining peaks and troughs.

Figure 2.3: Example of a downtrendwith
descendingpeaks and troughs

Source: adapted from Murphy in ATechni
analysisof the financiamar ket so6, (1999)

1 The sideways

Finally, sideways trend is identified as horizontal peaks and troughs (Murphy,
1999). This figure shows an Example of a sideways trend with horizontal peaks and

troughs. This type of market is often referred téiadsr end | es s 0

Figure 2.4: An Example of a sideways trend

with horizontal peaks and troughs

Source: adapted from Murphy
oft he financia)l marketso, (1
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So, Pring, 2002 defines thelfaritieamdri as A The
IS to identify trend changes at an early stage and to maintain an investment pogition
t he weight of the evidence indicates that t
analysis is based on one major prinaipkeend (Markets trend). Traders and investors
hope to buy a security at the beginning of an uptrend at a low priceheidieend, and sell
the security when the trend ends at a high price. Although this strategy sounds very simple,

implementing it is exceedingly complex (Kirkpatrik and Dahlquist, 2007).

b. Trading range concept

Trading range is a type of a sideways tramavhich the prices move in a flat or
horizontal pattern. It reflects a period of equilibrium in the price level where the forces of
supply and demand are in a state of relative balance. Trading range can also be defined as
AThe | evel o f toppedabg thenpyice resistaace leviel @md kbottomed by the
price support | evelo. (Thomsett, 2003)

c. Support and resistane levelsconcept

The support level is the lowest price or price trend at which a stock is trading
currently in its trading range; therice that buyers currently consider the lowest
worthwhile price for that stock. While thesgistance level is the highest price or price
trend at which a stock is trading currently in its trading range; the price that buyers
consider the highestorthwhile price for that stockEssop, 2006)Thus,the support and

resistance levels can be in uptrend or downtrend as shown:below

1 Support and resistance levels in uptrend

This figure shows rising support and resistance levels in uptrend. Points Zend 4
support levels which are usually previous lows. Points 1 and 3 are resistance levels, usually

marked by previous peaks.
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Figure 2.5: support and resistance in uptrend

5

Source: adapted fr omysSofth@fingnciaginar K &BW®Whni cal anal

1 Support and resistance levels in downtrend

Figure 2.6: Shows support and resistance in a downtrend

2 Resistance

S

Source: adapted from Murphy mar RgB®bni cal an:

d. Trendlines

The basic trendline is one of the simplest of the technical tools employed by the
chartist, but is also one of the most valuable. Trendlines are straight lines drawn on a chart
below reaction lows in an uptrend, or above rally peaks in a downtrend, thahihe the

steepness of the current trend. The breaking of a trendline usually signals a trend reversal.

(Murphy,1999
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1 Up trenline

Up trendline is a straight line drawn upward and to thietrigelow reaction lows.
The longer theup trendlinehas been in effect and the more dsnt has been tested, the
more significant ibecomes. Violation of the trendline usually signals that theengtmay
be changing directio.he up trendline is drawn under the rising reaction lows. A tentative
trendline is first drawn under two successively higher lows (points 1 and 3), but needs a
third test to confirm the validity of the trendline (point 5).

Figure 2.7: Example of an up trendline

Source;ad pt ed from Muranalyisi n ATechnical
of the financial marketso, (1999)

9 Down trendline

Down trendline is a straight line drawn down and to the right above successive rally
peaks. A violation of the down trendlinesually signals a reversal of the downtreAd
down trendline is drawn over theiccessively lower rally highsThe tentative down

trendline needs two points (1 and 3) to be drawn and a third test (5) to confirm its validity.

Figure 2.8: Example of a down trendline.

Sour

c adapted from Murphy i
of th

n ATechnica
financi al mar ket so, (1999)

e
e
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e. Chart analysis

Kirkpatrik and Dahlquist, 2007 define a chaats thefitraditional tool of the

technical analyst. Charts are merely graphical displays of data. Many chart varieties have

evolved over the centuries, but the basic principle of graphing price and other important

information is the cornerstone of technieah al y si s . 0

There are four main types of charts that are used by investors and traders depending

on the information that they are seeking and their individual skill levels. The daily bar

chart has already been acknowledged as the most widely used type of charhiratech

analysis. There are, however, other types of charts also used by technicians, such as line

charts, point and figure charts, and more recently candlesticks (Murphy, 1999).

1 Daily bar chart

| t i s

cal |

ed a bar

c h a rséntetbby & werticaldar.dlzec h day

bar chart shows the open, high, low and closing prices. The tic to the right of the vertical

bar is the closing price. The opening price is the tic to the left of the bar.

Figure 2.9: A daily bar chart of Intel. Each vertical bar represents one
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Source: adapted from Murphy in ATechnical
(21999)
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1 Line Chart

In the line chart, only the closing price is plotted for each successive day. Many
chartists believe that because the closing price is the most critical price of the trading day,

a line (orcloseonly) chart is a more valid measure of price activity.
1 Japanese Candle Sticks

Candlesticks charts are the Japanese version of bar charting and have become very
popular in recent years among Western chartists. The Japanese candlestick records the
same four prices as the traditional bar chdhte open, the close, the high and the.l®he
information displayed is more easily interpreted and analyzed. They look somewhat like
candle with a wick. The rectangle represents the difference between the open and close

prices for the day, and is called fAthe

bodyo
The body can be either blaor white; a white body means that the close price was

greater (higher) than the open price while the black body means that the close price was

lower than the open price. The open and close prices are given much significance in

bel the b

fferent name

Japanese candlesticks. Thena | | | i and

di
literature, which is odd since they represent the high and low prices for the day and are

nes above

ow

or Ahairso or Ashadowso. Many

normally nd considered vital in the analysis by the Japanese.

Figure 2.10: A candlestick cart of Intel
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This figure shows aandlestick cart of Intel. The color of the candlestisk i

determined by the relationship between the open and the close. White candlesticks are

positive, while back candlesticks are negative.

1 Point and Figure chart

The point and figure chart shows the same price action but in more compressed

f or mat The alternat:. col umn

ng

of x06s

and

o columns, declining prices. Buy and sell signals are more precise and easier totegot o

point and figure char. This type of chart also has a lot more flexibilliye point and

figure chart is a study of pur

consideration while plotting price action.

e price

A

0O

mo VvV € me

On the point and figer chart, only the price changes are recorded. If no price

change occurs, the chart is left untouched. During active market periods, a considerable

amount of plotting may be required. During quiet market conditions, little or no plotting

will be needed. lignores volume numbers, as a separate entity, which this entity is an

important one. Although the volume numbers are not recorded on the point and figure

chat, it does not necessarily follow that volume, or trading, is totally lost.

Figure 2.11: A poirt and figure chart of Intel
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f. Relative strength index (RSI)

The RSI measures the strength of an issue agisnbktstory of price change by
comparing "up" days to "down" days (Kirkpatrik and Dahlquist, 2007). It is a popular

momentum oscillator among traders.

It is plotted on a vertical scale from 0 to 100; values above 70 are considered to be
over bought andralues below 30, oversold. When prices are over 70 or below 30 and
diverge from price action, a warning is given of a possible trend reversal. RSI usually
employs 9 or 14 time periods. The shorter the time period, the more sensitive the oscillator
becomesand the wider its amplitude. RSI works best when its fluctuations reach the upper

and lower extremes. It is givexs follows:

Relative strength index (RSI) =100 ——

Qu

RS=

Qu

g. Moving Average Convergence divergence (MACD)

Moving Average Convergence divergence (MACD) was developed by Gerald
Appel. This indicator uses two exponential moving averages. It shows two lines; the first is
a faster line (called the MACD line) is the difference between two exponentially smoothed
moving averages of closing prices (usually the last 12 and 26 days or weeks). The second
is the slower line (called the signal line) is usually a 9 period exponentially smoothed

average of the MACD line.

Most traders, however, utilize the default values 2f 26, and 9 in all instances.
That would include daily and weekly values. The actual buy and sell signals are given
when the two lines cross. A crossing by the faster MACD line above the slower signal line

is a buy signal. A crossing by the faster lirsdov the slower is a sell signal.
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In that sense, MACD resembles a dual moving average crossover method.
However, the MACD values also fluctuate above and below a zero line. That is where it
begins to resemble an oscillator. An overbought condition igpteghen the lines are too

far above the zero line. An oversold condition is present when the liedsaafar below
the zero line(Murphy, 1999)

This figure shows the moving average divergence system with two lines. A signal is
given when the faster MBD line crosses the slower signal line. The arrows show five
trading signals on this chart of the Nasdaq Composite Index.

Figure 2.12: The moving average divergence system shows two lines
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h. Stochastic Oscillator

The Stochastioscillatoris based on the observation that as prices increase, closing
prices tend to be closer toetlipper end of the price range. Conversely, in downtrends, the
closing prices to be near the lower end of the range. Two lines are used in the Stochastic

Process the % K line and the % D line. The %D line is the more important and is the one
that provids the major signals.
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The intent is to determine where the most recent closing price is in relation to the
price range for a chosen time period. Fourteen is the most common period used for this
oscillator. To determine the K line, which is the more sensitive ofvibeit is gven as

follows:

%K=100

%D= 3- period moving average of the %K

Where,
1 C:isthe latest close
1 L14:is the lowest low for the last 14 periods
1 H14: is the highest high for the same 14 periods (14 periods can refer to days,

weeks or months)

The formula simply measures, on a percentage basis or 0 to 100, where the closing
price is in relation to the total price range for a selected time periogéryAhigh reading
(over 80) would put the closing price near the top of the range, while a low reading (under

20) near the bottom of the range.

The second line (%D) is a 3 period moving average of the %K line. This formula
produces a version called fagbchastics. By taking another 3 period average Df &o
smoother version called slow stochastics is computed. Most traders use the slow
stochastics because of its reliable signals. These formulas produce two lines that oscillate
between a vertical scafeom 0 to 100. The K line is a faster line, while the D line is a
slower line. The major signal to watch for is a divergence between the D line and the price
of the underlying market when the D line is in an overbought or oversold area. The upper

and lowe extremes are the 80 and 20 values.
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Figure 2.13: A Stochastic oscillator
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This figure shows he downarrows show two sell signals which occur when the

faster %K line crosses below the slower %D line from above the 80 level. The %K line

crossing above the % D line below 20 is a buy signal (up arrow).

i. On Balance Volume indicator (Volume tracking)

Technicians have experimented with many volume indicators to help quantify

buying or selling pressure. The-balance volume (OBV) is one of the simplest and best

known technical indicators to track volunaad it is a momentum indicatgMurphy,

1999)

The OBV line is simply a running sum calculated by adding or subtracting the
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line above or below the price chart of the security. Two popular uses of this indicator is to

watch for confirmation of the price trend by the OBV line, indicating that the volume is

increasing in the direction of the trend, and forewarning of a trend reveys#be
divergence between the direction of the OBV line angtitwe trend Evens2013.
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2.3  Relevant studies in using fundamental and technical analyses

There are two types of securities market participants who use the fundamental and
technical analyseshe nonprofessional participants and the professional participants. But
this research concerns only the studies that are related to the use of fundamental and
technical analyses among professional securities market participants such as dealers,

analystsfund managers, brokers and portfolio managers.

2.3.1 The study of Taylor and Allen (1992)

This studyinvestigates the importance of technical analysithe London market
in November 1988A questionnaire survewasconductedn the Bank of Englandmong
400chief foreign exchange dealexsth 60 percent response ralée resultshowsthat 90
percentof the respondentaisethe technical analysis, mainly theputs from thecharts
while makingtheir trading decisiondt also shows th&0 percent bthe respondents jueg

thatfundamental analysis more important than treharts

Therefore the research perceives that both fundamental and technicalemalgs
in complementarylt reveals that they rely more on the technical analysis than the
fundamental analysis at short time horizons. It also reveals thettyehigh proportion of
chief dealers view techeal and fundamental analysis @mplementary forms of analysis

and a shstantial proportion suggest that technical advice may béusifng.

2.3.2 The study of Lui and Mole (1998)

This study conducts a questionnaire survey, in February 1995, on the use by foreign
exchange dealers in Hong Kong of fundamental and technical analyses to form their
forecasts of exchange rate movements. The findings report that more than 85 percent of
regpondents rely on both fundamental and technical analyses for predicting future rate

movements at different time horizons.
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They rely on technical analysis at short time horizons and use the fundamental
analysis at long time horizons. Technical analysisassidered slightly more useful in
forecasting trends than fundamental analysis, but significantly more useful in predicting
turning points. It is found that the interest retéated news is a relatively important
fundamental factor in exchange rate f@®tg, while moving average and/or other trend

following systems are the most useful technical technique.

2.3.3 The study of Wong and Cheung (1999)

This study conducts a surveyn Hong Kong on the practice of investment
management in terms of stock markatecasting and stock selectiolh investigateghe
relative importance of a numbef techniques for stock analysis such faadamental
analysis, technic nal ysi s and portfolio analysis on t
a sample of 142nalyss from different sectors of the investment industry: banking sector,

brokerage sector, and fund management sector.

The results indicate that Hong Kong analysts rely more on fundamental and
technical analyses and rely less on portfolio analysis. Ats@sitment horizon, analysts'
backgrounds and their company attributes have some association with the relative

importance of the techniques the analysts use for stock analysis.

2.3.4 The study of Oberlechner (2001)

This study examines the importance of techhand fundamental analyses among
279 foreign exchange traders and financial journalists in the European foreign exchange
trading centers of Frankfurt, London, Vienna, and Zurich. This examination was through a
questionnaire and an interview survey and ttata was collected in spring 1996 from
members of three different kinds of organizations in the foreign exchange market:

commercial and investment banks, central banks, and financial news providers.
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It documents that most traders use both forecasdipgroaches and that the
technical analysis is1ore important in the shorter forecasting horizéinancial journalists
put more emphasis on fundamental analysis than do foreign exchange traders. Regarding
the use of technical and fundamental aredyen seven forecasting horizons are
established, four distinct clusters of traders can be identified. Forecasting styles and the
overall importance attached to fundamental versus technical analysis vary across different
trading locations. Foreign exchangaders mention a series of psychological motives and

consequences of the use of Chartism.

2.3.5 The study of Menkhoff (2010)

This study investigatethe importance of théechnical analysis among 692 fund
managersn in five countries: Germanygwitzerland, United States, Italy and Thailand. In
20032004 aquestionnaire survewasconductedon how they usehis approactand why
theyrely onit. The findings show that the technical analysis is used in preference as a
comdement to fundamentalnalysis andit is used at shortderm forecasting horizons.
They also show that thedhnical analysis is more important than fundamental analysis in
all countries, as the majority of fund managers who rely on technical anadgsisat a
forecasting hozon of weeks. Additionally, thenformation costs of fundamental analysis

may contribute to the use of technical analysis.

They also show thahe technicianswho are experienced&ducated anduccessful
in their careerthey arelargely overconfidenin investmentdecisionmaking as others.
Finally, the findings reveal that there iss@nificant relationship between thiechnical
analysis and the psychological influenceshat determine the prices. Consequently,

technicians apply trenfibllowing behavior.
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2.3.6 The study of Cohenet al. (2011)

This study examines the differendestween portfolio managers and investors in
their approach towards fundamental and technical analyses. &xalsoneghe difference
of use of fundamental and technical tools in the buying versus selling stocks in Israel. The
sample used in this research includes 41 professional portfolio managers at one of the

major Israeli investment houses and 305 investors.

The results of the online survey conducted show that there is no significant
difference between professional and +fpwofessional participants in terms of how
frequently they use fundamental and technical investment tools. Both of them use more
frequentlyfundamental analysis than technical analysis when they make buying or selling
decisions. They use more fundamental tools such as "analysts' recommendations” when
they buy stocks and more technical tools such as "support and resistance lines" when they
sell stocks. This result breaks a common hypothesis arguing that fundamental and technical

tools do not mix.

2.3.7 The study of Almujamed, et al. (2012)

This study uses a gquestionnaire survey to investigate share valuation methods
and the sourcesf information employed bylifferent participantsn the Kuwaiti stock
market: analysts, fund managers, individual investors and stockbrtikesses a sample of
154 respondents. The findings suggest thahese participantdehave like their
counterpa in other stock markets; fundamental analysis is the mainisglptachnique

used technical analysis and risk analysis are ranked second and third, respectively.

However, the usage of technical and risk analysis is much higher in Kuwait.
Further, quaerly and annual corporate reports as well as newspapers, the Kuwait Stock
Exchange (KSE) website, and charts are commonly studigzhttigipantswhen valuing
Kuwaiti shares. By contrast, communication with company management is not common

since executiveare usually unwilling to discuss their firm's performance with investors.
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2.3.8 The study ofKumar, et al. (2013)

This study examines the perceived importance of fundamental and technical
analyses and the usage chartist methods and services and valuation techniques among stock
brokers of Bombay Stock Exchange, India. It also investigdtesmportance of Risk
Factors Liquidity Factors, Financial Factors, Technical Factors, Economic Factors,
Industry Specific Factors, Company Specific Factors and Other Factors on stock price

forecasting in long term.

The findings of an online questionnaire survey show that stodtetwaely more
on technical analysis than fundamental analysis at shorter forecasting horizons and rely
more on fundamental analysis at longer forecasting horizons. Regarding the use of
fundamental and technical analysis on seven forecasting horizons afgantraday, 1
week, 1 month, 3 months, 6 months, 1 year and beyond 1 year, four distinct forecasting
styles among stock brokers could be identified through cluster analysis. The findings also
show that among Chartist Methods and Services, Sentimeaoatos were most used and
Chart Company or Analyst was least used by brokers. Moreover, among Valuation
Techniques, Earnings Multiple Methods were most used and Dividend Discount Models

were least used by brokers.

The findings suggest that there is nss@ciation between these demographic
variables of brokers: age, gender, location of the office, and email address and the usage of
chartist methods and services and valuation techniques. Only the relevant work experience
i nfl uences br okneings showdtratcCompany Bpecific Hattas was rated
the most important and Other Factors was rated the least in stock price forecasting in long

term by brokers.
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2.3.9 The study of Essop (2006)

This study is intended to measure to what extentpthr&folio managers use the
fundamental or technical analysis as investment approaches in their buying and selling
decision making in large institutional investors in South Africa. It use the period of
investment (the time period for which they intend tddhihe shares they purchase) as
moderating variable in order to measure its impact in their choice between the fundamental
or technical analysis. The results show that all the portfolio managers have a general
understanding of the fundamental analysis ntloa@ the technical analysis. It is found that
the portfolio managers prefer to use the fundamental analysis when their investment period
is from 1 to 3 years (medium term) and they used the technical analysis when their
investment period of investmentup to 12 months (very short term)

Figure 2.14 Model adapted from Essop (2006)

Independent variables Dependent variables

Investment approaches Investment buying and selling
decision making by portfolio
managers

1. Fundamental analysis
2. Technical analysis

Period of investment

Long-term period
Shortterm period

Source: adapted from Essapn A An apprai sal of the popul a

technical analysis as decision making tools for investing in the equity markets by portfolio

managers working for | arge institutional i nv
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CHAPTHERREE
THORATI CAAMERORK AND RESEARCH DES

3.10verview

The objectiveof this researchis to measurdghe awareness and usé fundamental
and technical analyses as investment approaahethe investment decisiemaking
process of the securities brokerage firms in BHggptian Stock Exchangé&he research
model is presented, followed by the research questions and research hypotheses. The
present research applies quantitative research approach to achieve the study objectives.
This chapter includes the research design which defines the resesttadd including the
conceptual and operational definitions of t

collection methods and data analysis techniques.

3.2Research Model

This researcimodel involvegyatheing data on all the measurable fundameatad
technical analyses as investment approaches, thereforgarthblesusedby Essop, 2006
are chosen as independent variables, and the dependent variable is changed in order to be
At he i nves tnalking tprocess: dinstsphasensecuritiessekction phase and
second phase isecuritiestrading p h a skEssop, 2006 states that the investment
approaches affect theuying and selling investment decision making in equity securities
through the period of investment (letgym or shorterm) chosen bythe portfolio

managers.
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While this research reports that the investment approaches affect the investment
decisionmaking process according to the first phase which is the selection phase and the
second phase which is the trading phase. This is oppodeskstp, 2006 who considers
that the investmendlecisionmaking is the buying and selling phase onlyhe model
suggests that the fundamental and technical analyses as investment approaches influence
the investment decisiemaking process of the customer account managegsire 31

shows the model:

Figure 3.1: Research Model

Investment approaches

1. Fundamental analysis

Investment DecisioaMaking
2. Technical analysis Processin equity securities

1. SecuritesSelection Phase

2. Securities Trading Phase

Insider Information

Input variables Output variables
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3.3Research Variables

3.3.1 Conceptual definitions of the research variables

The conceptual (theoretical) definitions give the meaning of the variables used in
this research which are divided intgut variablesindoutputvariables.

3.3.1.1Fundamental analysis

Fundamental Analysis is a method of evaluating a security by attempting to
measure its intrinsic value by examining related economic, financial and other qualitative
and quantitative factors. Fundamental analysts attempt to study everything that can affect
the securityods value, Il ncluding macroeconon
industry conditions) and individual specific factors (like the financial condition and
management of companies) (Suresh, 2003)e concepts undethis investment approdic
were adapted from Flanegin et al (200%) consists of adapted concepts suchra®
analysis,required rate of return (RRRglividend discounted model (DDM), capital asset

pricing model (CAPM) and portfolio theory.

3.3.1.2Technical analysis

Technicalanalysis is directed towards predicting the price of a security. The price
at which a buyer and seller settle a deal is considered to be the one precise figure which
synthesis, weighs and finally expresses all factors, rational and irrational, quanghdble
nonquantifiable and is the only figure that counts (Suresh, 20t#&concepts undethis
investment approach wemaapted from Flanegin et al (2005)t consists of adapted
concepts such asmlume tracking, chart analysis, trendlines, relastrength index (RS])
moving average convergence divergence (MACD), Japanese Candlesticks, support and

resistance levels, trading ranges and stochastic oscillator.
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3.3.1.3Insider information

The Business Dictionary defines the insider information as amartgiknowledge
or material non-public (privileged)information on the affairs,operations or financial
position of a corporationthat will affect themarket priceof its publicly tradedstock
(shaes.

3.3.1.4Securities Selection Phase

The selection phase is the first step in the investment decisaing process of
equity securities. This phase is important to know which stock or portfolio gives higher

return.

3.3.1.5Securities Trading Phase

The trading phase is the second step in the investment degiaking process of
equity securities. This phase is important to know when the best time to buy or sell the
selected stock or portfolio in order to maximize the profit and capital gain.

3.4Resarch Questions

The following questions are expected to be answered throughout the research:

RQ1: Is there asignificantdifference betweethe level of awareness and the degree of
understanding of thdundamental and technical analysby the customer account
managers in thEgyptian Stock Markét

RQ2: Is there asignificantrelationship betweethe type of investment approach used and
the phase ofinvestment decisiemaking procesgselection/trading)by the customer

account manageis the Egyptian Stock Markét
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RQ3: Is there asignificant relationship between thpersonal informatior{educational
level/ years of experiencegnd the type of investment approach used in investment
decisionmaking procesgqselection/trading)by the customer account manageénsthe
Egyptian Stock Markét

RQ4: Is there asignificant relationship between the length of time period needed in
forecasting and thgype of investment approaches ddsa theinvestment decisiomaking
process(selection/trading)by the customer account managémsthe Egyptian Stock
Market?

RQ5: Is there a significant relationship between the availability of insider information and
the type of investment approach used in investment deaisaking process

(sdection/trading) by the customer account managers ikgiyptian Stock Markét

3.5ResearchHypotheses

Based on the previous researches written in that area and on the literature and the

pilot study applied, the following hypotheses are proposed:

H1: There is no significant difference betwetne level of awareness and the degree of
understanding of thdundamental and technical analysby the customer account

managers in thEgyptian Stock Exchange.

Sub-Hypotheses

- H1 a: There is no significant difference betwettre level of awareness and the
degree of understanding of the fundamental analysis approach by the customer

account managers in tlgyptian Stock Exchange.

- H1 b: There is no significant difference betwetre level of awareness and the
degree of understanding of the technical analysis approach by the customer account

managers in thEgyptian Stock Exchange.
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H2: There is no significant relationship betweaae type of investment approach used and
the phase ofinvestment decisiemaking procesgselection/trading)by the customer

account manageis the Egyptian Stock Exchange.

H3: There is no significant relationship between ffersonal informatior{educational
level/ years of experiencegnd the ype of investment approach used in investment
decisionmaking procesgqselection/trading)by the customer account manageénsthe

Egyptian Stock Exchange.

Sub-Hypotheses

- H3 a: There is no significant relationship betweabe educational level and tipe of
investment approach used in the selection phase by the customer account nianagers

the Egyptian Stock Exchange.

- H3 b: There is no significant relationship betweba educational level and the type of
investment approach used in the tradahgse by the customer account manamettse

Egyptian Stock Exchange.

- H3 c: There is no significant relationship betwdbryears of experiencand the type

of investment approach used in the selection phase by the customer account managers.

- H3 d: There is no significankelationshipbetweertheyears of experiencand the type
of investment approach used in the trading phase by the customer account managers
the Egyptian Stock Exchange.

H4: There is nosignificant relationship between the length of time period needed in
forecasting andhe type of investment approach usedhe investment decisiemaking
process(selection/trading)by the customer account managémsthe Egyptian Stock

Exchange.
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Sub-Hypotheses

- H4 a: There is ncsignificantrelationship between the length of time period needed in
forecasting and the use of fundamental analysis in the selection phase by the customer

account manageis the Egyptian Stock Exchange.

- H4 b: There is nasignificantrelationship between the length of time period needed in
forecasting and the use of technical analysis in the trading phase by the customer
account manageis theEgyptian Stock Exchange.

H5: There is no significant relationship between the availability of insider information and
the type of investment approach used in investment deaisaking process

(selection/trading) by the customer account managers iBgietian Stock Exchange.

Sub-Hypotheses

- H5 a: There is no significant relationship between the availability of insider
information and the type of investment approach used in the selection phase by the

customer account managé@nghe Egyptian Stock Exchange.

- H5 b: There is no significant relationship between the availability of insider
information and the type of investment approach used in the trading phase by the

customer account managangheEgyptian Stock Exchange.
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3.6Research Design

3.6.1 Research method

This research starts with a pilot study that helps in implementing the questionnaire

used in the quantitative research method.

3.6.1.1Pilot study

a. Sample size

This research conducts a pilot study on a small sample of 40 customer account
managers in differentsecurities brokerage firms to the quantitative research

(questionnaire)

b. Small-scale pilot study

This pilot study aims to develop and evaluate the questionhafe the main
study is conducted (the distribution of the questionnaire), check if the nicbmmts
understand the questions, if all questions are relevant and if all the instructions are clear,
and precise whether the sampling frame and technique are efféctotber words,tis is
actually a smaikcale pilot study to test the feasibility tife intended techniques or to

perfect the questionnaire concepts and wor(ppendix A)

c. Findings of pilot study

The findings of the pilot study show that there are two phases in order to make the
investment decision makimfpr ocess: t he sfeil rextt i ionn Pphaceroi taina.
i ssecdrites radi ng phaseo which includes the buyi
some questions in the questionnaire are modified and some are added Egypinen
Stock Exchage has specific circumstances. In addition, the sample only consists of
customer account managers while the brokers and traders are ignored from the sample
frame because they are unable to understand and fill the whole questionnaire.
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Therefore, thevariables are modified as the questionnaire is changed. The model of
(Essop, 2006) was containing these variables: independent variables (investment
approaches), moderating variable (period of investment) and dependent variable (trading
decisionmaking). The modified model includes investment approaches as independent
variablesand investment decisiemaking process: security selection phase and trading

phase as dependent variable.

3.6.1.2Quantitative research

This research uses the questionnaire aguantitative research technique that
involves questions will be either closaded or five pimt Likert scale and structured to
obtain specific information to satisfy the stated research objectives. This type of
questionnaire facilitates the response of tharticipants. The responses yielded both
categorical and discrete numerical data. This type of research method increases the
reliability of the analysis in th&gyptian Stock Exchangand gives the observer control

over the variablebeing measured antuslied.

Some predesigned questions recorded in the literature were adapted and included
Moreover,the pilot study elicits that when the customer account managers are willing to
take their securities investment decisiomaking process, they start telact the profitable
stocks, then buy these stocks to construct the portfolio of investors and finally sell these
stocks to get a profit. The findings of the pilot stighypwthat they use the fundamental
analysis when selecting the stocks and then ustetmical analysis when théuy and
sell them.Therefore,this questionnaire is mainly adapted from (Essop, 2006), but some
questions are modified, reformulated, and added in order to be applicable and feasible in

the Egyptian Stock Exchange.

The questionnaire has been structured to obtain both general and specific data about
the use of fundamental and technical analysis approaches by customer account managers.
It is intended to measure the practical application of Fundamental and Technibaif\na
approaches by customer account managers of Securities Brokerage firm&gyptian

Stock Exchangel'he questionnaire is divided into five parts.
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Firstly, Part A which measures the level of awareness, degree of understanding, as
well as the use oinvestment approaches in the selection phase and the trading phase
according to the customer account managers and the recommendations of the organizations
that they work for through Closezhded questions. Secondly, Part B which measures the
preference othe used investment approaches in the selection phase and trading phase of
investment decisiemaking process, the length of time period needed in forecasting, the
importance of using the insider information as another source of information ,and the

importance of doing a proper business analysis through Clasgeld questions.

Thirdly, Part C which measures the frequency of the used tools in both investment
approaches: fundamental and technical analyses through a five point Likert Scale and Part
D which measures the length of forecasting time period needed for the used tools in both
investment approaches: fundamental and technical analyses through a five point Likert
Scale. Finally Part E which measures the demographics of the respondents such as the

edua@tional level and years of experience through Cles®ted questions.

The following table shows the operational definitions of research variables:

Table 3.1:Operational definitions of research variables

: Operational Number
Variables L ;
Definition of questions

Personal Information

The distribution
of respondents in || Measures the number of respondents in ¢

each securities | firm throughClosedended question.
brokerage firm

Educational level || Measures the educational level

respondent througBlosedended question.

Years of Measures the years of experience in

experience securities industry of each respondent thro

Closedended question.
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Table 3.1: Continued

Operational Number

Variables Definition of questions

Investment Approaches

Measures the level of awareness of
1 Fundamental

. fundamental analysis concept througlosed
Analysis y P “a

ended questions.

Measures the degree of understanding of
fundamental analysis concept througlosed
ended questions.

Measures the length of time period neede
forecasting when using the fundame
analysis approach throughClosedended

guestion.

Measures the frequency of the used tools i

fundamental analysis approach through a

point Likert Scale.

Measures the length of time period neede
forecasting for the used tools of fundame
analysis approach through five point Likert

Scale.
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Table 3.1: Continued

)l

1

Variables

Technical

analysis

Insider

Information

Operational
Definition

Measures the level of awareness of
technical analysis concept througblosed
ended questions.

Measures the degree of understanding of
technical analysis concept througblosed

ended questions.

Measures the length of time period neede
forecasting when using the technical anal
approach througlosedended question.

Measures the frequency of the used tools i

technical analysis approach through a

point Likert Scale.

Measures the length of time period neede
forecasting for the used tools of techni

analysis approach through a five point LiK

Measures the importance of using the ins
information as another sourceinformation in
the selection phasand the trading phag

throughClosedended question.

Number
of questions
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Table 3.1: Continued

Variables

Operational
Definition

Investment DecisionMaking Processin equity securities

1 Securities

selection

phase

Measures the frequency of used invest
approaches by the respondents in the sele
phase of equity securities througblosed
ended question.

Measures the frequency of used invest
approaches by the recommendations of
organizations that respondents work for in
selection phase of equity securities thro

Closedended question.

Measures the preference of the u
investment approaches in the selection p
of equity securities throughClosedended

guestion.

Measures the importance of doing a prg
business analysis as it is a part of
fundamental analysis instead of techn
analysis in the selection phase throwtjbsed

ended question.

Number
of questions
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Table 3.1: Continued

Variables Operational Number
Definition of questions

Measures the frequency of used investn,

Securities
1 approaches by the respondents in the tra

trading

phase of equity securities throuGlosedended

phase guestion.

Measures the frequency of used investn|
approaches by the recommendations of
organizations that respondents work for in
trading phase of equity securities throt
Closedended question.

Measures the preference of the used investi
approaches in the trading phase of eq

securities througklosedended question.

3.6.2 Sampling process

The majorthreesteps in the samplingrocess aredefining the target population,

determining thesampling technique and calculating the sample size.

3.6.2.1Target population

The population consists of customer account managers working for Securities
Brokerage Firms in th&gyptian Stock Exchang&hese managers must have decision
making authority for buying and selling equity securitidBy using the website of the
Egyptian Exchange http://www.egx.com.eg and asking the Central Agency for Public
Mobilization and statistics, these two sources prtvat the total number of the Securities
Brokerage Firms is 148 (134 in Cairo and 14 in Alexandria) as reported in 3/9/2013.
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The population being targeted is limited geographically, i.e. within the borders of
Cairo. The actual number of the customer actmoanagers could not be identified from
the database of these sources. Therefore if a conservative average of 6 customer account
managers are employed at each firm this would give a potential population of 804

customer account managers working for Se@sgiBrokerage Firms i@airo.

3.6.2.2Sampling Technique

This study will use a stratified random sampling based on geographic factor. There
are 148 securities brokerage firms in Egypt, 134 in Cairo and 14 in Alexandrsoared
firms in Cairo will be chosen and then questionnaires wilttstributed onthe customer
account managers of this particular firm. That way we divided the population into smaller

groups (strata) and a random sample from each stratum was taken.

3.6.2.3Sample Size

a. Customer Account Managers

The quantitative research sample consisted of 270 customer account managers
guided by the population size as mentioned above. With 460 questionnaires were
distributed but only 190 are useflthem after the editing process. Tlample size can be
considered acceptable for the main statistical analysis used. The sample size is decided

using the equation:
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Where,

1 E: denotes the error of estimation which is selected to be 6 percent.

1 Z a/2: is the tabulated value of the standard normal distribution and by selecting

a =5 %, the tabulated value will be exact 1.96.

1 Alpha (a): is the significance level atype | error of a test is the probability that
the test statistic will reject the null hypothedis Y when the hypothesis is trughe
study applies 0.05 or 5 % significance level or the tests are all conducted using
confidence level 95%&and this values decided by the researcher. A confidence
level is a percentage that indicates the oy probability that the results will be

correct.
1 P:is the probability of success improving the aim of the Thesis.

1 (1-P):is the probability of failure improvindhe aim of the Thesis.

In deciding the sample size and since we are vague of proving or disproving the
aims, therefore we will select P =1P = 50%. By using all the previous information, we
will find that the exact sample size will be 267 but the aiglgovers the information from
270respondents

b. Securities BrokerageFirms

The quantitative research sample consisted of 45 securities brokerage firms in
Cairo. The calculation of this sample is proportional tosmapleof the customer account

managers
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3.6.3 Data collection method

In order to answer the proposed research hypotheses, this study uses the
qguantitative research technique. The survey method is in the form of structured
guestionnaire for data gathering from the Securities Brokefiegs. The questionnaire
was originally developed in English, then translated to Arabic and translated back to
English. A freelance translator performed the translations. The two versions of the English
guestionnaire were then examined by an academicafiabved that they both had the
same meanings. The Arabic version of the questionnaire was examined by an Arabic
teacher to ensure the accuracy of translation. Data collection took place in the form of

academic survey to the customer account managdre 8etcurities Brokerage firms.

3.6.4 Data Analysis techniques

This study will apply different statistical techniques; descriptive and inferential.
Firstly, the descriptive data analysis includes frequency tables, central measures such as the
mean, dispersiomeasures such aset standard deviation, test of Skewness anddsis,

and nonparametric correlations.

Furthermoret he Spear mands Rank Order Correlati
type of nomparametric correlationg hey are applied in the part the frequency of the
used tools in both investment approaches: fundamental and technical analyses and the part
of the length of time period needed in forecasting for used tools included in both
investment approaches: fundamental and technical analgseshese two parts are

measured by Likert scale technique.

Secondly, the inferential data analysis which includessghare (%) distribution,
is used to test whether two variables are independent. If the significance value is small
enough(conventionally Sig. must be less than .05) then we reject the hypothesis that the
variables are independent and gain confidence in the hypothesis that they are now in some

way related.
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Data wasanalyzed usinghe Statistical Package for Social Scier{f&8S$, version
18, for windows package helping to refine scales. This statistical software is using to
analyze the data obtained from the questionnditee next chapter demonstrates the

analysis of data, and discussion of the results.
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CHAPTER FOUR
DATA ANALYSIS AND FINDINGS

4.10verview

This chapter presents a descriptive analysis of the collected data while testing the
reliability and validity of the instrument used for collection, then testing the proposed
model and the hypotheses suggested in chapter 3 Girgquare (%) distribution to
characterize the association between theutinvariables ivestment approaches:
fundamental analysis and technical analysiafl theoutputvariable (nvestment decision
making process in equity securities: sélen phase and trading phase)d to identify the

degree ofSignificance of each variable.

Data was collected through a survey filled by customer account managers who
work in securities brokerage firms. The research focused on the role of the investment
approaches in affecting theviestment decisiemaking process in the securities brokerage
firms. The total number of customer account managers is around 804 which is the
population size. The sample size is 270 participants.
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4.2 Quantitative Analysis

In the beginning, the test of questionnaire, which includes Reliability test and
Validity test, is discussed. Then, the descriptive data analgsexplained. Finally, the

inferential data analysis mentioned.

4.2.1 Testing of questionnaire

The testingof questionnaire is established through the different kinds of validity
and reliability tests. Very briefly, reliability is a test of how consistently a measuring
instrument measures whatever concept it is measuring. Validity is a test of how well an
instrument that is developed measures the particulacegnit is intended to measure
(Sekaran and Bougie, 2009).

4.2.1.1 Reliability Test

This research applies the reliability test in order to measure the stability and
consistency across time in the answers of all respondents. The questionnaire was
distributed as a hard copy in the first time, and in the second time it was distrustedtas a so
copyviaemai | . Cronbachdéds Alpha (U) is used to c
measure the variables; items measuring the same will highly correlate (Hair et al. 2006).
Reliability test used was meameasure.dtisused ng Cr ¢
to test the homogeneity of the answers of the individuals in the sample on each factor of

the model.

Moreover, this research considers that the answers are homogeneous (there is a
consistency in the ans weceeds)0.7, tiherefordr they &e on b ac
reliable. All the factors excluding the demographic variables were tested for the
consistency Reliability by using Cronbachos
the scales used in the study were reliable andbearelied among them to m&ure the

variables under studAppendix C)
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4.2.1.2 Validity Test

This section outlines the validity tests for the scales utilized for this study. This
research focuses on Content Validity. We consider that the questions aref \hkd
Cronbachdés Al pha exceeds 70 percent, therefo
the demographic variables were tested for th
(0) . From table 4. 2, it iusly were walddandtcdnde a | | 1

relied among them to measure the variables under study. (Appendix C)

4.2.2 Descriptive data analysis

The descriptive data analysis includes frequency tables, central measures such as
the mean, dispersiomeasures such as the standard deviation, test of skewness and
kurtosis, and noiparametric correlationg§Appendix D). Furthermoret he Spear manao:
Rank Order Correlation ( Sp e-parametric dosrelationso) i s U
They are applied irthe part ofthe frequencyof the usedtools in both investment
approaches: fulamental and technical analyses. Moreover, they are applied part of
the length of time period needed in forecasting for used tools included in both investment
approachesfundamental and technical analysas these two parts are measured by Likert

scale technique.

4.2.2.1 Descriptive analysis: Frequency analysis

The calculation of frequency tables is helpful for identifying basic statistical
information about a data sefrequency tableshows how frequently each particular
variable occurs in a data set. This analysis includes all variables included in the

guestionnaire in the form of frequency tables.
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4.2.2.1.1 Sample structure and profile

In the sampling Stage, the study waased on a convenience sample of 270
customer account managers working for securities brokerage firms in Cairo. 460
questionnaires were distributed among the target population aimingbtain 270
responses to reach confidence level of 95 percent. Participants were briefed about the
purpose of the study, and given enough time to fill out the questionnaires. The
questionnaires were distributed in the Securities Brokerage Firms in Cairo. The data
collection of this study took place during June and September, 2013. A total of 460
questionnaires were distributed, and only 270 were found valid for the statistical analysis,
giving us a valid response rate 58.70percent where the rest of questiomaaiwere not

used due to incompleteness and some missing answers.

This study gathers information about the
brokerage firm, educational level, and years of experience in the field. The following table
presents the distribution of respondents in each securities brokerage Fich, i&/ the

structure for the actual sample analyzed in this study done through frequency analysis:

a. The distribution of respondents in each securities brokerage firm

This research is applied on 45 securities brokerage firms, and the questionnaires
were distributed to 270 respondents who ar
distribution was made according to each firm, as it contains different number of customer

account managers according to the size of each one.
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Table 4.3: Thedistribution of respondents in each securities brokerage firm

Securities brokerage firm

Valid JJAgyad Stock Brokers

Al Amalka for Stock Dealing
Al Arabia Securities Brokerage -

-
;
e S L
el N
R
: —

-

Egyptian Group for Securities

Egyptian Kuwaiti Securities
El Tadamoun EI Arabi Brokerage Company

First Stock Brokerage

15
11
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Table 4.3 (Continued)

Securities brokerage firm
Valid JGlobal Capital Securities 15

Golden Way Securities
Golden Share Securities
GrandInvestment Securities

Hermes Securities Brokerage
Honest Brokerage & Book Keeping --

Horizon Securities Brokerage Company

Ifa Securities Brokerage
Jazira Securities Brokerage

I
I
B

New Brent Brokerage
Osool Esb for Securities Brokerage

Pioneers Securities

Premiere Securities

Prime Securities Brokerage

Profit Securities Brokerage

Leaders Securities
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Table 4.3(Continued)

Securities brokerage firm WW

Valid |[Samba Tadawol Misr Brokerage
Sigma Securities Brokerage --

Watheequrokerage

United Brokerage Co. -

b. Educational level of the sample respondents

As for the educational level, 83.7 percent of the respondents hold a bachelor degree
followed by 13.3 percent of thoskolding a master degre@&he following table presents

their educational level:

Table 4.4: Educational level of the sample respondents

c. Years of experience of the sample respondents

The sample consists of 270 respondents is segmented according to their years of
experience from 0 to 15 years plus on different intervals. Around 61.9 percent of the
sample has is the years of experience inter
presats their years of experience:

Page| 79
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



Table 4.5: Years of experience of the sample respondents

Number of Experience Years

5 to 10 years

10 to 15 years
15 years plus

4.2.3.1.2 The level of awareness of fundamental and technical analyses concepts

The majority of the customer account managaduded in the sample have a
general understanding of both fundamental and the technical analyses concepts when
making investment decisions, with an approximate percentage equals 67 percent, as shown
in table 4.6.

4.2.3.1.3 The degree of understanding of fundamental and technical analyses

concepts

More than 50 percendf the customer account managemsderstand that the
fundamental analysis concept includes both the internal and external business environment
and the currerdind historical financial statements of the company, as indicated in table 4.7.
In addition, table 4.8 shows that more than 70 perokttte customer account managers
understand that the technical analysis concept involves predicting future price msvemen

based on historical prices trends only.
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4.2.3.1.4 The type of investment approach used in the selection phase and the

trading phaseof the equity securities

There is 55 percent of the customer account managers use the fundamental analysis
approach in the selection phase of the equity securities, as reflected in table 4.9.
Furthermore, 56 percent use the technical analysis approach in the trading phaseg of equit
securities, as shown in table 4.10. This means that they understand that the fundamental
analysis and the technical analysis are essential in the selection phase and trading phase

respectively.

4.2.3.1.5 The type of investment approach used in the selection phase and the
trading phaseof the equity securities according to the recanmendations of

the organizations

It is indicated in table 4.11 and table 4.12 that 53 percent of the organizations
recommendthe use of the fundamental analysis in the selection phase of the equity
securities and 56 percent encourage the use of the technical analysis in the trading phase of

equity securities.

4.2.3.1.6 The type of investment approaches preferred in the selection phase and the

trading phase of the equity securities

From table 4.13, it is found that 61 percent of the customer account managers prefer
the fundamental analysis approach in the selectiorseplud equity securities and 44
percent prefer to rely on the technical analysis approach in the trading phase of equity
securities. Moreover, 34 percent of the samples do not have a specific preferemgeof

these two investment approaches, as indccat table 4.14.
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4.2.3.1.7 The length of time period needed in forecastingwhen using the
fundamental and technical analyses

The customer account managers use the fundamental analysis approach to generate
medium and long term forecasts; therefore it is tbthmat27.8 percent rely on using the
fundamental analysis approach for medium term foredésis 1 to 3 years) and 54.5
percent use it for long term forecast; 21.9 percent for 3 to 5 years and 32.6 percent for 5
years and more, as showntable 4.150n the other hand, they use the technical analysis
approach to generate short term forecasts; so, it is found that 85.2 percent rely on using the
technical analysis approach for short term forec&ets percent for maximum 6 months,

including day tradin@nd 31.1 percent for 6 months to one year, as shown inddltle

4.2.3.1.8 The importance of using the insider information as another source of

information

It is found that 46 percent of the customer account managers consider that the
insider information hasn important effect on both phases: the selection phase and the

trading phase of equity securities, as highlighted in table 4.17.

4.2.3.1.9 The importance of doing a proper business analysis

It is found that 65 percent of the respondents agree that dqingpar business
analysis is more important than applying the technical analysis only, in the selection phase

of equity securities, as indicated in table 4.18.
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4.2.3.2Additional descriptive analyses

The additional descriptive analyseslude frequencyanalysis, central measures,
dispersion measures, test of skewness and kurtosis anghrametric correlations. They
are onlyappliedin two parts in the questionnaire. The first is the part of frequency of the
used tools in both investment approachesd&mental and technical analyses. The second
is the part of the length of time period needed in forecasting for used tools of both

investment approaches: fundamental and technical analyses.

4.2.3.2.2 The frequency of the used tools in both investment approaches:

fundamental and technical analyses

The investment approaches are divided into two components: fundamental analysis
and technical analysis. Therefore, it was imperative to explain each component

independently.

a. Fundamental analysis approach

The most important tools in the fundamentahlgsis approach that are frequently
used for making investment decisions for publicity traded sharegsicendingrder, are:
the required rate of return (RRR) with 72.5 percent,diilend discounting model with
54.4percent, and the Ratio analysis with 66 percent. The least important tool that is used is
the capital asset pricing model (CAPM) with 42.6 percent, as reddream table 4.19 to
table 4.23

The findings display that the Mean of used fundamental tmplals to 3.58 and the
Standard deviation equals to 0.81, which means that the majority of answers fluctuate
around the mean, and are limited between 3 and 4, therefore some of the customer account
managers occasionally use the tools included in the fuadi@hanalysis approach and the
rest use them almost every time. As shown in the following table, this result is confirmed

by Skewness and Kurtosis as the use of these tools is skewed to the left.
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Table 4.47 Descriptive analysisfor fundamental analysis

Investment Standard _
Mean o Skewness Kurtosis
approach deviation

Fundamental analysis 3.5868 0.80614 -0.763 0.081

b. Technical analysis approach

Regarding the technical analysis approach, the most important tools that are
frequently used for making investment decisions for publicity traded sham@sseéending
order, are: the volume tracking with 92.2 percent, trend lines with 92.2 percent, the
support and resistance with 87.4 percent and chart analysis with 83 percent. The least
important tool that is almost never used is #techastic oscillatowith 30 percent, as
mentioned from table 4.24 to table 4.32

The results show that the Mean of used technical tools equals to 3.65 and the
Standard deviation equals to 0.66, which means that the majority of answers fluctuate
around the mean and are limited between 3 and 4. Therefore some of the customer account
manayers occasionally use the tools included in the technical analysis approach and the
remaining use the almost every time. This result is confirmed by Skweness and Kurtosis as

the use of these tools is skewed to the left, as mentioned in the following table:

Table 4.48 Descriptive analysis fortechnical analysis

Investment Standard ,
Mean o Skewness Kurtosis
approach deviation

Technicalanalysis 3.6481 0.65813 -0.776 0.418
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4.2.3.2.2 The relationship between thepersonal information and the frequency of
the used tools included in both investment approaches: fundamental and

technical analyses

The personal informations divided into two componenteducational level and
years of experience and the investment approaches are alsalditméwo components:
fundamental analysis and technical analy$iserefore, it was imperative to explain each
component independently.

a. Fundamental analysisapproach

1 The relationship between the educational level and the frequency of the used tools
included in fundamental analysis approach

The results show that the spearman correlation value is 0.098 and thdasigd2
value is 0.108, which means that there is no significant relationship between the
educational level of the customer account agans and their degree of use the tools of

fundamental analysis approach.

1 The relationship between the years of experience and the frequency of the used

tools included in fundamental analysis approach

The results show that the spearman correlatadae is 0.014 and the sig-(@iled)
value is 0.822, which means that there is no significant relationship between the years of
experience of the customer account managers and their degree of use the tools of
fundamental analysis approach. The followiagk is the summary from table 4.5hd
table 452
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Table 4.53 The relationship between the educational level and years of experience

and the frequency of the used tools included ifundamental analysis approach

Investment Educational Years of
Test name _
approach Level experience

Spearman correlation 0.098 0.014
Fundamental
analysis ] ]
Sig(2 tailed) 0.108 0.822

b. Technical analysisapproach

1 The relationship between the educational level and the frequency of the used tools

included in technical analysis approach

The results show that the spearman correlation value is 0.154 and theasigd)?
value is 0.011, which means that there is a significant relationship between the educational
level of the customer account managers and tithegree of use the tools of technical

analysis approach.

1 The relationship between the years of experience and the frequency of the used

tools included in technical analysis approach

The results show that the spearman correlation value is 0.053 asid (2dailed)
value is 0.385, which means that there is no significant relationship between the years of
experience of the customer account managers and their degree of use the tools of technical

analysis approach. The following tabt the summary frotable 4.54and table 4.55
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Table 4.56 The relationship between the educational level and years of experience

and the frequency of the used tools included in technical analysis approach

Investment Educational Years of
Test name _
approach Level experience

Technical analysis
Sig(2 tailed) 0.011 0.385

4.2.3.2.3 The length of time period needed in forecasting for used tools of both

investment approaches: fundamental and technical analyses

The investment approaches are also divided into two components: fundamental
analysis and technical analysis. Therefore, it was imperative to explain each component

independently.

a. Fundamental analysis approach

The findings display that the customercagnt managers use the tools of
fundamental analysis approach between long term ( 3 to 5 years) and very long term ( 5
years and more) period needed in forecasting, therefore the following tools are the most
commonly important when they make their investindecisions for publicity traded
shares, in order, are: the required rate of return (RRR) with 82.2 percent, and the ratio
analysis with 73 percent and the least important tool is the capital asset pricing model
(CAPM) with 24.1 percat, as explained fra table 4.33 to table 4.37

The findings display that the Mean of used fundamental tools equals to 3.44 and the
Standard deviation equals to 0.69, which means that the majority of answers are limited
between 3 and 4, therefore some of the customer account managers use the tdels$ inclu
in the fundamental analysis approach for medium term (1 to 3 years) and long term (3to 5

years) needed in forecasting for investment decisiaking in equity securities.
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As presented in the following table, the result is confirmed by Skweness atubiKwas
the length of time period needed in forecasting when they use the tools of technical

analysis approdwis skewed to the left.

Table 4.49 Descriptive analysisfor fundamental analysis

Investment Standard _
Mean o Skewness Kurtosis
approach deviation

Fundamental analysis 3.4423 0.69165 -0.416 0.513

b. Technical analysis approach

The customer account managers use the tools of technical analysis approach
between very short term (0 to 6 months, including day trading) and short term (6 teonths
one year), so, the most commonly used for these time periods, in order, are: the trading
ranges with 87.4 percent, and the volume trading with 86.6 percent, and the least
commonly used is the stochastic oscillator with 62.2 perasntighlighted frontable
4.38 to table 4.46

The results show that the Mean of used technical tools equals to 1.84 and the
Standard deviation equals to 0.69, which means that the majority of the answers are limited
between 1 and 2, therefore some of the customer accamndgars use the tools included
in the technical analysis approach for very short term (0 to 6 months, including day
trading) and short term (6 months to one year) needed in forecasting for investment

decisionmaking in publicity traded shares, as highteg in the following table:

Table 4.5Q0 Descriptive analysis for technical analysis

Investment Standard ,
Mean o Skewness Kurtosis
approach deviation

Technical analysis 1.8452 0.68967 1.342 1.100
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4.2.3.2.4 The relationship between thepersonal information and the length of time
period needed in forecasting for tools included inboth investment

approaches: fundamental and technical analyses

The personal informations divided into two components: educational level and
years of experience and the investment approaches are also divided into two components:
fundamental analysis and technical analysis. Therefore, it was imperative to explain each

component independently.

a. Fundamental analysis approach

1 The relationship between the educational level and the length of time period
needed in forecasting for tools included in fundamental analysis

The results show that the spearman correlation value is 0.113 and (Bdasigd)
value is 0.063, which means that there is no significant relationship between the
educational level of the customer account managers and their choice of the length of time

period needed in forecasting for tools included in the fundamental enapysoach.

1 The relationship between the years of experience and the length of time period

needed in forecasting for tools included in fundamental analysis

The results show that the spearman correlation vak@2(d59 and the sig {&iled)
value is0.338, which means that there is no significant relationship between the years of
experience of the customer account managers and their choice of the length of time period
needed in forecasting for tools included in the fundamental analysis approach. The

following table is the summary from ti@b4.57 and table 4.58
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Table 459: The relationship between the educational level and years of expence

and the length of time period needed in forecasting for tools included in fundamental

analysis

Investment Educational Years of
Test name _
approach Level experience

Spearman correlation 0.113 -0.059
Fundamental
analysis . .
Sig(2 tailed) 0.063 0.338

b. Technical analysis approach

1 The relationship between the educational level and the length of time period

needed in forecasting for tools included in technical analysis

The results show that the spearman correlation vak@2248 and the sig {&iled)
value is 0.00, which means that there is a significant relationship between the educational
level of the customer account managers and their choice of the length opdiod
needed in forecasting for tools included in technical analysis approach and this relationship
is inverse, which means that the customer account manager who hold a PhD degree, he use
the tools of technical analysis to generate a short term forecasts.

1 The relationship between the years of experience and the length of time period

needed in forecasting for tools included in technical analysis

The results show that the spearman correlation vak@2286 and the sig {&iled)
value is 0.001, which means that there is a significant relationship between the years of
experience of the customer account managers and their choice of the lengif périod
needed in forecasting for tools included in the technical analysis approach, which means
that the customer account managers who mawee thanl5 years of experience , he use
the tools of technical analysis to generate a short term forecadike following tabé is
the summary from table 4.60 and table 4.61
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Table 4.62 The relationship between the educational level and years of experience
and the length of time period needed in forecasting for tools included itechnical

analysis

Investment Educational Years of
Test name

approach Level experience

-0.218 -0.206
Technical analysis
Sig(2 tailed) 0.001

4.2.4 Inferential data analysis

Inferential data analysis is used to examine data for differences, associations, and
relationships to answer research questions (or hypotheses). This research uses the Chi
Square Test as a type of the inferential statistics in order to achieve thelredgectives.

It is used to examine the association (relationship) between categorical variables
(Appendix E).

The levels of categories for each variable can be two or more. Categorical Variables
are Categorical data which is data that can take a discughber of values or categories
with no inherent order to the categories. Example of a categorical variable used in this
study is educational level (bachelor, master, or doctorate). On the other hand, Ordinal
Variables are for example, Likert scale vakesh(do not use, used a little, used a moderate
amount, used a lot, used all the time) which is the case in this study. Several types of
descriptive statistics are calculated for these types of variables including frequencies and

proportions or percentagasean and standard deviation.
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4.2.4.1Hypotheses testing

To test the study hypotheses, Ghuare tests were used. A hypothesis test involves

t wo hypot heses: the null hypothesis and the
Hy pot hes i $&ypothesis@et upitosbe rajected in order to support the other type of
hypothesis which is the alternate hypothesis, labeled (HA). When used, the null hypothesis

is presumed true until statistical evidence, in the form of a hypothesis test, indicates
othemwise. The null statement is expressed in terms of there being no (significant)
relationship between two variables or no (significant) difference between two groups. The
alternate hypothesis, which is the opposite of the null, is a statement expressing a

relationship between two variables or indicating differences between groups.

4.2.4.1.1 Testing Hypothesis One

H1: There is no significant difference betweée level of awareness and the degree of

understanding of thieindamental and technical analy®gsthe custorar account managers in the

Egyptian Stock Exchange.

The investment approaches in hypothesis one are divided into two components:
fundamental analysis and technical analysis. Therefore, it was imperative to measure H1 a

andH1 b and these stiypotheses are:

- H1 a: There is no significant difference betwetthe level of awareness and the
degree of understanding of the fundamental analysis approach by the customer
account managers in tlgyptian Stock Exchange.

- H1 b: Thereis no significant difference betwedhe level of awareness and the
degree of understanding of the technical analysis approach by the customer account
managers in thEgyptian Stock Exchange.
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After testing H1 a, the results show that the-&iuare vale is 68.81 which is
significant at 0.00 level. Therefore, this means that there is a relationship between these
two variables based on the level of confidence stated in the beginning. In other words,
there is a significant difference betweéme level of awareness and the degree of
understanding of the fundamental analysis approach by the customer account managers in
the Egyptian Stock Exchange.

This relationship is direct confirmed by the positive spearman correlation sign.
This means thaif the customer account managers are fully aware of both the concepts of
fundamental and technical analyses, they understand that the fundamental analysis includes
both the internal and external business environments and the current and historical
finandal statements of the companyherefore this study supports the alternative
hypothesis and rejects thall hypothesisAs indicated in table 4.6@he results of the Chi
square distribution and the Spearman coti@aare summarized as follows:

Table 4.66 The difference betweerthe level of awareness and the degree of

understanding of the fundamental analysis approach

. Chi-square

Value Asyrer. Sig Correlation
(2-sided)

Then after testing H1 bthe findings display that the Ghguare value is 23.40

which is significant at @O level, thus there is a relationship between the variables based
on the level of confidence stated in the beginning. As a result, there is a significa

relationship betweerthe level of awareness and the degree of understanding of the
technical analysis by the customer account managers kgiypian Stock Exchange.
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The spearman correlation sign shows an inverse relationship which explaiiis that
the customer account managers are fully aware of the concepts of both fundamental and
technical analyses, they understand that the technical analysis only involves predicting
future price movements based on histalrjgrice trendsAs shown in tablé.70, the results

of the Chisquare distribution and the Spearncarrelation are summarized as follows:

Table 4.7Q The difference betweerthe level of awareness and the degree of

understanding of the technical analysis approach

. Chi-square

Value Asyrer. Sig Correlation
(2-sided)

These results support the research findingsEs$op (2006), who studied the

awareness and understanding of fundamental and technical analyses in a sample of
portfolio managers working for large institutional investors in South Africa. He found that
more than 75 percent are aware of these two approachésegnahderstand each concept.
Besides other studies, for instandeulkarni and Kulkarni (2013) who studied the
awareness of fundamental and technical analyses in a sample of investordnidighe

stock market. They founthat about 76 percent of thaviestors arenly aware of the

fundamental analysis.

4.2.4.1.2 Testing Hypothesis two

H2: There is no significant relationship betweba type of investment approach used and the

of investment decisiemaking process (selection/trading) by the customer account managers

Egyptian Stock Exchange.
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The result of this investigation is that the Ghuare value calculated %81,
which is significant at 0.00 level. So, this means thate is a significant relationship
between these two variables at any selected significance kN ear{d to approve this
relationship whether it is direct or inverse, the spearc@relation analysis sign is

positive, which indicates the relationship is direct.

This shows that the customer account managers use the fundamental analysis
approach or technical analysis approach in the selection phase and the trading phase of
equity securitiesln table 4.74the results of the Clsquare distribution and the Spearman

correlation are summarized as follows:

Table 4.74 The relationship betweenthe type of investment approach used and

the phase of investment decisiemaking process

. Chi-square

Value AsynTp. Sig Correlation
(2-sided)

Despite the frequency analysis shows that the majority of customer account

managers use th&undamental analysis in the securities selection phase and rely on
technical analysis in the daily trading phase. The findings of this hypothesis show that the
minority of the customer account managers who use the fundamental analysis approach
when selectig the stocks rely on technical analysis when making trading decisions. This
result is expected because Hgyptian Stock Exchandeas a specific nature, as not all the

customer account magers have lots of experience.
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The research findings show gt for the study oNanabahai2008) who studied
the impact of fundamental and technical analyses on stock prices in the Bombay stock
exchange. He found that only 10 percent of investors invest their money by using both
fundamental and technical analyses in order to make a goodtmedihenthe risk can be
minimized and the profit can be maximizétke also found that3 percent of investors use
the fundamental analysis in the selection of the company and 22 percent rely on technical
analysis by which the risk can be calculated prafit can be maximized. However, even

that 25 percent of investors invest on the basis of speculation, which is risky.

The study results are in consistent with the results of many researchers such as
Waworuntu and Suryanto (201®ho conducted a stydo test the complementary nature
of fundamental and technical analysis to whether it will increase the explanatory power to
explain the stock price movement in thelonesiaStock Exchange that consists of 45
companiesTheir results showed that fundartedror technical analysis alone in isolation
has the ability to predict future prices. But, by integrating both factors together in a single
model will give the superior explanatory power to the prediction. These findings prove that
fundamental analysis nae used in determining which stocks or portfolio is prosperous in
the future, and technical analysis can be used in determining theimghtot buy or sell

the stocks.

FurthermoreKulkarni and Kulkarn{2013) reported that 64 percent of theestors
prefer to use fundamental analysis and they reported that the technical analysis is used for
a trade, whereas the fundamental analysis is used to make an investment. Investors buy
assets believing that the stock prices may increase in valuee whders buy assets

believing that they can sell it to somebody else at a greater price.

The resultscontradict the findings of some previous authors such as E2666)
who assumed that there is only one step in the investment decision making process which
is the buying and selling step and he ignored the selection step. Thus in the buying step, he
found that the majority of portfolio managers use fundamentaysisakhile the minority

of managersctually makes use of technical analysis.
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Similarly, in a research by Coheet al.(2011), who studied the difference of use of
fundamental and technical tools in the buying and selling stocks in Israel. Theils resul
showed that the professional portfolio managers use more frequently fundamental tools
when they make buy decisions than technical when they make sell decisions thus they use

both fundamental and technical tools as a mix for achieving the best possiisierts.

The results also contradict the findings of Almujametdal.(2012) who found that
the fundamental analysis is the main valuation method used by fund managers, individual
investors, analysts and stockbrokers. While the technical andamialyses are ranked

second and third, respectively.

4.2.4.1.3 Testing Hypothesis three

H3: There is no significant relationship between pieesonal informatiorfeducational level/ yeal

of experienceand the type of investment approach used in investment aeaisiking proces

(selection/tradingly the customer account managerthe Egyptian Stock Exchange.

In hypothesis three, the investment approaches are divided into two components:
fundamental analysis and technical analysis angéngonainformationare divided into
two components: educational level and years of experience. Therefore, it was imperative to

measure B a to H3 d and these subypotheses are:

- H3 a: There is no significant relationship betwaba educational level and the &/pf
investment approach used in the selection phase by the customer account nianagers

the Egyptian Stock Exchange.

- H3 b: There is no significant relationship betweaba educational level and the type of
investment approach used in the tradahg@se by the customer account manamettse

Egyptian Stock Exchange.
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- H3 c: There is no significant relationship betwdér years of experiencand the type
of investment approach used in the selection phase by the customer account managers

in theEgyptian Stock Exchange.

- H3 d: There is no significankelationshipbetweertheyears of experiencand the type
of investment approach used in the trading phase by the customer account managers

the Egyptian Stock Exchange.

First of all, H3 a istested andthe results show that there is no significant
relationship betweethe educational level and the type of investment approach used in the
selection phase by the customer account mandgkersquare =5.287 Asymp. Sig (2
sided) =0.259. For ths reason the null hypothesis is failed to be rejedsdnentioned in
table 4.78 the results of the Clsquare distribution and the Spearman correlation are

summarized as follows:

Table 4.78 The relationship betweenthe educational level and theype of

investment approach used in the selection phase

. Chi-square

Value AL, S'g Correlation
(2-S|ded)

Secondly, the findings dfl3 b can be explainedl'he alternative hypothesis is not

supported, due to the fact that this test shows ttherte is no significant relationship
betweenthe educational level and the type of investment approach used in the trading
phase by the customer account manadens square =9.062 Asymp. Sig (2sided) =
0.060. In table 4.82 the results of the Claquare distribution and the Spearman

correlaton are summarized as follows:
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Table 4.82 The relationship betweenthe educational level and the type of

investmentapproach used in the trading phase

. Chi-square

Value Asyn?p. Sig Correlation
(2-sided)

Thirdly, after showing the Clsquare value with 13.54, which is significant at

0.02 level. Hencethere is a significant relationship betwetbe years of experience and
the type of investment used in the selection phase by the customer account managers.

Consequently, the alteative hypothesis is supported.

From the results ofspearman correlatioanalysis as revealed in the following
table, there is a direct relationship between these two variables. In other words, the
customer account managensho have less than 5 years of experience, use the fundamental
analysis approach in the selection phasthe equity securitiesAs indicated in table 4.86
the results of the Cliquare distribution and the Spearman correlation are summarized as

follows:

Table 4.86 The relationship betweenthe years of experience and the typef
investment approach usedn the selection phase

. Chi-square

Value Asyrr?p. Sig Correlation
(2-sided)
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Finally, H3 d is examined and its resusisow that the Chsquare value is 16.53
which issignificant at 0.01 level. Thus, there is a significant relationsetpreerthe years
of experienceand the type of investment approach usedthe trading phase by the
customer account managers. In addition, the spearman correlation analysis shows that this
relationship is directwhich means that the customer account managdrs have more
than 15 years of experience, use the technicaysisapproach in the trading phase of the
equity securitiesAs shown in table 4.9@he results of the Ckéquare distribution and the

Spearman correlation are summarized as follows:

Table 4.90 The relationship betweenthe years of experience and thgpe of
investment approach used in the trading phase

. Chi-square

Value Asyrer. Sig Correlation
(2-sided)

These results support the study of Cqghen al. (2011) who investigated the

relationship between th@vestors' personal characteristics, such as gender, age, and
financial market experience and their preferences of the described investment approaches.
They found that there is a relationship between dge and financiaharket experience

and the preference of fundantal and technical analyses.

This means thathe financial statements and "support and resistance hnegsed
more frequently by investors aged 40 and above, and by investorg Bagmmore years
of experience in financial markets, than by younger and less experienced investors. They
also found that there is ncelationship between the gender and the preference of

investment approaches.
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Furthermore Kumar, et al.(2013) suppot this notion by arguing that only the
relevant work experience influences broker s
India. They also found thdhere is no association between these demographic variables:
age gender, location of the office, and &inaddress and the usage of fundamental and

technical analyses.

4.2.4.1.4 Testing Hypothesis four

H4: There is naignificantrelationship between the length of time period needed in forecastin

the type of investment approach ugsetheinvestmentecisionmaking proceséselection/trading)

by the customer account managerthe Egyptian Stock Exchange.

In hypothesis four the investment approaches are divided into two components:
fundamental analysis and technical analysis and the investment denekamy process is
divided into two components: selection phase and trading phase. Therefore, it was

imperdive to measure H4 a and H4 b and theselsydotheses are:

- H4 a: There is nasignificantrelationship between the length of time period needed in
forecasting and the use of fundamental analysis in the selection phase by the customer
account manageis the Egyptian Stock Exchange.

- H4 b: There is nasignificantrelationship between the length of time period needed in
forecasting and the use of technical analysis in the trading phase by the customer

account manageis the Egyptian Stock Exchange.

To begin with testing H4 a, the following table indicates that the eabxlilchi
square statisticss 18.847 which is significantat 0.016 level. Therefore there is a
significant relationship between the length of time period needed in forecasting arse the

of fundamental analysis in the selection phase by the customer account managers.
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The sign of the spearman correlation analysis reports that this relationship is
inverse, which means that the customer account managers use the fundamental analysis as
an investment approach in the selection phase to generate a very long term forecasts (more
than 5 years). This suggests that the null hypothesis can be rejected iroffatier
alternative hypothesis. As indicated in table 4194 results of the Claquare distribution

and the Spearman correlation are summarized as follows:

Table 4.94 The relationship between the length of time period needed in forecasting
and the use of fundamental analysis in the selection phase

. Chi-square

Value Asyrer. Sig Correlation
(2-sided)

Then H4 b is tested and its results are mentioned in this table which reports that,

the calculated value of thehi-square statistic is 17.82 which is significant at 0.01 level.
For this reasonthe null hypothesis isejected and there is a significant relationship
between the length of time period needed in forecasting and the use of technical analysis in

the traling phase by the customer account managers.

By using the spearman correlation analysis to determine whether this relation is
direct or inverse it is found that this relationimverse, which means that the customer
account managers use the technaralysis as an investment approach in the trading phase
to generate a very short term forecasts fmam 6 months)As shown in table 4.98he
results of the Chsquare distribution and the Spearmzorrelation are summarized as

follows:
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Table 4.98 The relationship between the length of tne period needed in forecasting
and the use of technical analysis in the trading phase

. Chi-square

Value Asymp. Sig Correlation
(2-sided)

This result is supported b&llen and Taylor (1990) who studied the importance of

technical analysis among chief foreign exchange dealers in the London foreign exchange
market. They found that the respondents use the technical analysis at short time horizons.

This resultis also supported by Oberlechner (200dymar, et al.(2013) and
Kulkarni and Kulkarni(2013) who foundhat thetechnical analysis is more important on
shorter forecasting horizons, while on longer forecasting horizons most market paisicipa
put more importance on fundamental analybisother wordsthe fundamental analysis
takes relatively a lonterm approach to analyze the market compared to the technical
analysis. While technical analysis can be used on a timeframe of weeks, daysnor

minutes, fundamental analysis often looks at data over a number of years.

4.2.4.1.5 Testing Hypothesis five

H5: There is no significant relationship between the availability of insider information and th

of investment approach used in investment decisiaking process (selection/trading) by

customer account managers in Bggyptian Stock Exchange.
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The investment decisiemaking process in hypothesis five is divided into two
components: selection phase and trading phase. Therefore, it was imperative to measure
H5 a and H5 b and these sipotheses are:

- H5 a: There is no significant relationship bet®n the availability of insider
information and the type of investment approach used in the selection phase by the

customer account manag@nghe Egyptian Stock Exchange.

- H5 b: There is nosignificant relationship between the availability of insider
information and the type of investment approach used in the trading phase by the

customer account managanghe Egyptian Stock Exchange.

Starting with H5 a, the statistical results show that thesghare obtained 13.21
and anAsymp. Sig (2sided)of 0.522 which falls well above the 0.05 alpha level, the
difference between the observed and expected values is not significant. In other words,
there is no significant relationship betwethe availability of insider information and the
type of investrent approach used in the selection phase by the customer account managers.
Accordingly, the null hypothesis is supportédtable4.102 the results of the Claquare

distribution and the Spearman correlation are summarized as follows:

Table 4.102 The relationship between the availability of insider information and the

type of investment approach used in the selection phase

. Chi-square

Value Asymp Sig Correlation
(2-S|ded)
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Next, H5 b is tested and its findings asammarizedn table 4.106 The findings
are interpreted as the esguare obtained i80.92which issignificant at 0.00 level. Thus
the relationship between these two variables is statistically significant. In other words,
there is a significant relationship betwettie availability of insider information and the

type of investment approach used in titaeling phase by the customer account managers.

This means that the customer account managers who use the technical analysis in
the trading phase consider that the insider information has an impact in both the selection
phase and trading phase of equsscurities.Accordingly, the alternative hypothesis is
failed to be rejectedThe results of the Cksquare distributionand the Spearman

correlation are summarized as follows:

Table 4.106 The relationship between the availability of insiderinformation

and the type of investment approach used in the trading phase

. Chi-square

Value Asyrr?p. Sig Correlation
(2-sided)

There is a vast literature available showiogntradictory results about the
importance of the availability of insider information as some studies suggest another
source of informtion. For instance, Maditinos, et 2006) argued that the fundamental
analysis, technical analysis, portfolio anatydbreign markets and government policy are
the most important sources of information and the noise in the market and
newspapers/media are the least important according to the invesgtorsecome more

sophisticated in their investment selection strategy.
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In addition, Essop (2006) found that the majority of portfolio managers rely on
fundamental analysis more than any other sources of information such as the technical
analysis and insider information. Furthermore, Almujamed al. (2012) show that
Kuwaiti investors perceived the newspapers, the Kuwait Stock Exchange (KSE) website,
advice from friends, charts, discussion with company staff and insider information as the

least frequery used sources of information.

This chapter presented the empificesults of the Chsquare analysis used in the
study. The analyses were used to test the earlier formulated hypotheses to establish the
relationship which exists among the variables expressed. Next chapter highlights the

discussion, conclusions and regoendations of the findings from the study.
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CHAPTER FIVE
CONCLUSION, RECOMMENDATIONS AND FUTURE
RESEARCH

5.10verview

The previous chaptezxamined the data analysis and interpretation of results, in
addition to testing the research hypotheses. However, this chapter discloses the summary
and conclusion of the theoretigaviewand empiricafindings This chapter also includes
limitations of the researchand recommendations for securities brokerage firms and
customer account managers, investors and central agency for public mobilization and

statistics. Finally, it ends with the scope for future study.

5.2Summary and Conclusion Remarks

The EgyptiarStockExchange showed a remarkable performance, growing by 51%
in 2012; a level that hasn't been reached since 2007, which is considered the highest
growth among all emerging and developed markets (after Turkey) in 2012. Thus the
important roé of Stock Exchange in Egypt led to increase the use of fundamental and

technical analysis as an investment tools by the Securities Brokerage Firms.

A comprehensive literature review is conducted to identify the important role of the
fundamental and technical analyses as investment approaches. This research aims to
measurethe awareness and usé fundamental andechnical analysis approachestire
investment decisiemaking process of the customer account managers who work in the

securities brokerage firms in thgyptian Stock Exchange.
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This research reports that the investment approaches affect the investment-decision
making process according toetlfirst phase which is the selection phase and the second
phase which is the trading phase, while Esspp06 considers that the investment

decisionmaking is the buying and selling phase only.

First, this research measaithe difference betweethe lewel of awareness and the
degree of understanding of the fundamental and technical analyses by the customer
account manageris the Egyptian Stock Exchang&econd, it measurdle relationship
betweenthe type of investment approach used and the phase of investment decision
making process (selection/trading) by the customer account managers EHyyibian

Stock Exchange.

Third, it measureghe relationship between theersonal informatiorfeducationh
level/ years of experience) and the type of investment approach used in investment
decisionmaking procesgqselection/trading)by the customer account managers in the

Egyptian Stock Exchange.

Fourth, it measurethe relationship between the length mhe period needed in
forecasting and the type of investment approach used im¥lstment decisiomaking
process(selection/trading)by the customer account managémsthe Egyptian Stock
Exchange.Finally, it measuresthe relationship between the awdility of insider
information and the type of investment approach used in investment deutigkong
process (selection/trading) by the customer account managers iBgihptian Stock

Exchange.

To achieve these objectives, a quantitative researethod is applied through
distributed questionnaires. The questionnaire is mainly adapted from (Essop, 2006), but
some questions are modified, reformulated, and added in order to be applicable and
feasible in theEgyptian Stock Exchangaccording to a congtted pilot studyThe results
of the pilot study support the findings Wfaworuntu andSuryanto (2010) who found that
fundamental analysis can be used in determining which stocks orlipogfprosperous in
the futureand technical analysis can be ugsedetermining the right time to buy or sell the
stocks.
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Therefore, the variables are modified as the questionnaire is chdimgedariables
in Essop model includedndependent variables (investment approaches), moderating
variable (period of investmengnd dependent variable (trading decisioaking). The
modified modelapplied in this studyincludes investment appohes as independent
variablesand investment decisiemaking process: security selection phase and trading
phase as dependent variable.

Next to the theoreticakview, the dissertation has delivered an empirical analysis.
The empirical results of the Cbguare distribution showed that some of the null
hypotheses stated earlier are supported while other hypotheses contradicted with the
results. After conducting a survey by the questionnaire¢he Egyptian Stock Marketthe

following conclusions are driven from the results @& fiatistical analyses:

1 There is a significant difference betwettie level of awareness and the degree
of understanding of the fundamental analysis and technical analysis by the
customer account managers in thgyptian Stock Exchang&his means that
the customer accoumhanagerswho are fully aware of both theoncepts of
fundamental and technical analyses, understand that the fundamental analysis
includes both the internal and external business environments and the current
and historical finadial statements of the companworeover,the customer
account manags whoare fully aware of the concepts of both fundatakand
technical analysesunderstand that the technical analysis only involves
predicting future price movements based on historical price treflusse
results support the research finding€sfop (2006) andKulkarni and Kulkarni
(2013).
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1 There is significant relationship betwete type of investment approach used
and the phase of investment decisimaking process (selection/trading) by the
customer account managers in tgyptian StockExchange. In other words,
the customer account managers use the fundamental analysis approach or
technical analysis approach in the selection phase and the trading phase of
equity securities. The minority of the customer account managers who use the
fundamental analysis approach when selecting the stocks rely on technical
analysis when making trading decisions. This result is expected because the
Egyptian Stock Exchandgas a specific nature, as not all the customer account
managers have lots of experientbese research findings show support for the
study ofNanabahau (2008yVaworuntu and Suryanto (2010), addlkarni and
Kulkarni (2013).Theycontradict the findingsfasome previous authors such as
Essop (2006)Cohen et al.(2011), and Almujamecet al.(2012).

1 There is no significant relationship betwetbe educational level and the type
of investment approach used in the selection phase and the trading ptizese by
customer account manager®n the other hand, there is a significant
relationship betweethe years of experience and the type of investment used in
the selection phase and the trading phase by the customer account managers.
This means that theustomer account managers who have less than 5 years of
experience, they use the fundamental analysis approach in the selection phase of
the equity securitiesln addition, the customer account managers who have
more than 15 years of experience, they bsetéchnical analysis approach in
the trading phase of the equity securiti€hese results support the study of
Cohen et al.(2011) andKumar, et al(2013).
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1 There is a significant relationship between the length of time period needed in
forecasting and the use of fundamental analysis in the selection phase by the
customer account managers. In other words, the customer account managers use
the fundamental analysis as an investment approach in the selection phase to
generate a very long tarforecasts (more than 5 years). Furthermore, there is
a significant relationship between the length of time period needed in
forecasting and the use of technical analysis in the trading phase by the
customer account managers. This means that the custmoeunt managers
use the technical analysis as an investment approach in the trading phase to
generate a very short term forecasts (maximum 6 momths).result is
supported byAllen and Taylor (1990), Oberlechner (200Kumar, et al.
(2013)andKulkarni and Kulkarni(2013).

1 There is no significant relationship betweehe availability of insider
information and the type of investment approach used in the selection phase by
the customer account manage@®n the other hand, there is a significant
relationship betweeithe availability of insider information and the type of
investment approach used in the trading phase by the customer account
managers. This means that the customer account managers who use the
technical analysis in the trading phase consider that the insider information has
an impact in both the selection phase and trading phase of equity securities.
There is a vast literature available showing contradictory results about the
importance of theavailability of insider information as some studies suggest
another source of information. For instance, Maditireisal. (2006), Essop
(2006) andAlmujamed, et al(2012).
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Egyptian Stock Exchange less efficient and incomplete and suffers fromhhi
level of information asymmetry. This environment of the market may cause securities
investment decisions to be incomplete and subject to a considerable degree of irregularity.
It is important, therefore, to explore the validity of various securitiessitmvent tools used
by customer account managers under these unique economic settings. Therefore, the
results show that the modified model is more suitable to be applied Eggian Stock
Exchange case. Consequentlythese modifications assist in achieving the research
objectives, including the increase @fust omer accoawaregnessmand ager s 0

understanding about fundamental and technical analyses.

5.3Limitations of study

The following limitations have beeadentified:

1 The research design limits the population under study to Cairo participants as the
researcher is living in Cairo and cannot travel to Alexandria to distribute the

guestionnaires.

1 The Central Agency for Public Mobilization and Statistics ta&formation about
the total number of the customer account managers in the securities brokerage

firms.

1 The respondents will be trusted to answer the questionnaire either telephonically or

via email in the second distribution when measuring the rdibabest.

1 This research is limited to concepts of fundamental and technical analyses, for

instance, it ignored the risk analysis concept.

1 Some respondents were not welcoming to fill the questionnaire as they thought that

the questions will discloghe organization policies.

Pagel| 112
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



5.4Recommendations

This study has some recommendations that can be summarized as follows:

5.4.1 To Securities Brokerage firms and Customer Account Managers

|l ncreasing i ndi vi dsafdnes of fuadaraental mrel seshhicaf t h e
analyses in theecurities investment decisiomaking through seminars and programs can

optimize their investment decisions.

5.4.2 To Investors

9 Investors should make their securities investment decisions based on considerable
anal ysi s of t he firmso financi al posi ti

investment tools.

71 Investors should seek professional advice when making their secumitgssment

decisions from the securities brokerage firms.

5.4.3 To Central Agency for Public Mobilization and Statistics

This study recommends Central Agency for Public Mobilization and Statistics to
provide researchers with the suitable information as in di@ebtain the exact total
number of customer account managers represents an obstacle when conducting this

research.
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5.5 Scope of Future Research

The results of this study suggest that various areas exist in which related research
might be desirable. In particular, future work could usefully involve the behavioral finance
approach as this paper has pointed out that the actual financial markete tindate
from the three basic assumptions underlying the traditional efficient market hypothesis.
Over the past few years, behavioral finance researchers have scientifically shown that
investors do not always act rationally or consider all of the availabormation in their
decisionmaking process. They have behavioral biases that lead to systematic errors in the
way they process information for an investment decision. These errors, because of their
systematic character, are often predictable and akted But they continue to occur

frequently and are made by both novice and professional investors alike.
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Appendices

Appendix AT Pilot Study

Please review the questions below and select the most appropriate answer.

1-

| have a general understading of the following concepts

Fundamental Analysis

Technical Analysis

—(| —(

Both of them

—

Fundamental Analysis includes the following areas oftudy

The internal and external business environments

The current and historical financial statements of the company

Both of them

—( —] —

Technical Analysis involves pedicting future price movements

Based on historical price trends

Based on companies financial statements

Both of them

—(] —] —

In making purchasing decisions forequity securities | have made use of

Fundamental Analysis

—

Technical Analysis

—

Both of them

—

The organization that | work for encourages the use of both

Fundamental Analysis

—

Technical Analysis

—

Both of them

—

In making purchasing decisions forequity securities | prefer

| prefer Fundamental Analysis

—

| preferTechnical Analysis

—

| do not have a specific preference.

—
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7- When considering the period for which | intend holding equity securities, |
prefer technical analysis for the following time periods.

—_—

Very Short term (0 to 6 months, including daading)
Short term (6 months to one year)

Medium term (1 to 3 years)

Long term (3 to 5 years)

Very Long term (5 years and more)

—(| —(

—

—

8- When considering the period for which I intend holding equity securities,
prefer fundamental analysis for thefollowing time periods.

Very Short term (0 to 6 months, including day trading)
Short term (6 months to one year)

Medium term (1 to 3 years)

Long term (3 to 5 years)

Very Long term (5 years and more)

—| — — — —

9- Having insider information is more important than:

Fundamental Analysis
Technical Analysis
Both of them

—( —] —

10- Doing a proper Business Analysiss more important than:

| Technical Analysis | yes | no |
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Appendix BT Questionnaire (English)

Questionnaireon usingthe Fundamentaland Technical analysisvhen

making investmentdecisionsin the Egyptian Stock Market

This is Amany Mohamed Ahmed a teaching assistant in the Arab Academy For

Science, Technology and Maritime Transport (AASTMT) , and she is currently

preparing Master Thesis entitted " The Rol e of The Fundament a
Technical Analysis in Affecting the Investment Decision oThe Individual Investors

and The Institutional i nvestors in The Egy!
Studyo

This investigation is a part of the requirements to obtain a degree of Masters in
Finance. Your participation is anonymous and voluntary, andall your answers will

be kept completely confidential.

Thank you for your cooperation.

Yours Sincerely,

Researcher/
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Part A Please review the questions below and select ts appropriate answer.

Please tick the correct answer.

1- | have a general understanding of the following concepts

Fundamental Analysiswhen making investment decisions

Technical Analysiswhen making investment decisions

—(| —

Both of them

—

2- Fundamental Analysis includes the following areas of study

The internal and external business environments

The current and historical financial statements of the company

—(| —

Both of them

—

3- Technical Analysisinvolves predicting future price movements

Based on historical price trends

Based on companies financial statements

Both of them

— —] —

4- In the selection phase of the equity securities ( before taking the decision of

purchasing) , | have made use of

Fundamental Analysis

Technical Analysis

Both of them

—] —] —

a1
1

n the trading phase of equity securities, | have made use of

Fundamental Analysis

—

Technical Analysis

—

Both of them

—

6- In the selection phase of thequity securities ( before taking the decision of
purchasing), the organization that | work for recommends the use of both

Fundamental Analysis

Technical Analysis

—

Both of them

7- In the trading phase of equity securities ,the organization thatwork for

recommends the use of both

Fundamental Analysis

—

Technical Analysis

—_—

Both of them

—
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Part B Please review the questions below and select the most appropriate answer.

Please tick the correct answer.

1- | prefer the following approach for the selection phase of the equity securities (
before taking the decision of purchasing)

| prefer Fundamental Analysis
| prefer Technical Analysis
| do not have a specific preference. I

—(| —

2- | prefer the following approach for making purchasing or selling decisions of
equity securities

| prefer Fundamental Analysis
| prefer Technical Analysis
| do not have a specific preference.

—| — —

3- Your use of Fundamental analysis covers a time period of

—

Very Short term (0 to 6 months, including day trading)
Short term (6 months to one year)

Medium term (1 to 3 years)

Long term (3 to 5 years)

Very Long term (5 years and more)

—

—

—

—

4- Your use of Technical analysis covers a time period of

—

Very Short term (0 to 6 months, including day trading)
Short term (6 months to one year)

Medium term (1 to 3 years)

Long term (3 to 5 years)

Very Long term (5 years and more)

—

—

—

—

5- Insider information has an important effect on:
Selection phasef equity securities

Trading phaseof equity securities

Both of them

—

—

—

6- In the selection phase, doing a propeBusiness Analysiss more important
than:
| Technical Analysis | Agree | Disagree|
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Part C  When doing an analysis for making investment decision for publicly traded
shares, how often you would use each of the models listed bel@munay choose only
one ranking for each item.

Ranking
Do Used | Used a | Used | Used
Fundamental Analysis not |a moderate a lot | all
use | little | amount the
time

Q1 | Ratio Analysis *

Q2 | Required Rate of return (RRR)

Q3 | Dividend discounted model

Q4 | Capital Asset Pricing Model (CAPM
Q5 | Portfolio theory

e
N{N{N[N| N
wlw|lw|w|w
RIS S
a|lo|a|o|ao

* Liquidity Ratios,Asset Management Ratid3ebt Management RatipBrofitability
Ratios, andMarket Value Ratios

Ranking
Do Used | Useda | Used | Used
Technical Analysis not |a moderate a lot | all
use | little | amount the
time
Q1 | VolumeTracking 1 2 3 4 5
Q2 | Charting (chart analysis) 1 2 3 4 5
Q3 | Trend lines 1 2 3 4 5
Q4 | Relative Strength Index (RSI) 1 2 3 4 5
Q5 | Moving Average Convergence 1 2 3 4 5
Divergencg MACD)
Q6 | Japanese Candlesticks 1 2 3 4 5
Q7 | Support and Resistantevels 1 2 3 4 5
Q8 | Trading Ranges 1 2 3 4 5
Q9 | Stochastic Oscillator 1 2 3 4 5
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Part D When using~undamental and Technical analyses, which time period each
techniquecover in order to make the investment decision making process? You may
choose only one ranking for each item.

Ranking
Very | Short | Medium | Long | Very
Fundamental Analysis Short | term | term term | Long
term term

Q1 | Ratio Analysis *

Q2 | Required Rate of return (RRR)

Q3 | Dividend discounted model

Q4 | Capital Asset Pricing Model (CAPM)

T N
NN[N[N N
WWwwiw
I SN E S EE N
aja|a|a;|o

Q5 | Portfolio theory

* Liquidity Ratios,Asset Management Ratid3ebt Management RatipBrofitability
Ratios, andVarket Value Ratios

Ranking
Very | Short | Medium | Long | Very
Technical Analysis Short | term | term term | Long
term term
Q1 | Volume Tracking 1 2 3 4 5
Q2 | Charting (chart analysis) 1 2 3 4 5
Q3 | Trend lines 1 2 3 4 5
Q4 | Relative Strength Index (RSI) 1 2 3 4 5
Q5 | Moving Average Convergence 1 2 3 4 5
Divergence MACD
Q6 | Japanese Candlesticks 1 2 3 4 5
Q7 | Support and Resistance Levels 1 2 3 4 5
Q8 | Trading Ranges 1 2 3 4 5
Q9 | Stochastic Oscillator 1 2 3 4 5
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Part ET Personal Information

1- The nameof the organization that you Work for: ............ccccuiiiiiiiiiin

2- My level of education is (please select one):

—_—

Bachelor degree
Master degree
Doctorate degree

—

—

3- | have spent the followingnumber of years in the securities industry (please select

one)

0 to 5 years
51to 10 years
10 to 15 years
15 years plus

— — —] —
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Appendix Ci Questionnaire (Arabic)

MFPhbF C3K ¢c3YKF 2Oy Afjwy¥X¥F TNF c b Bhbv F
wtT Ohr OF wHpHAKWF nT wWTpFr g bbvF

6ycOIF ercOIOF 61

6ééééé6é66é666ééé | MFaPbyuF Cyfl
... Ch2o2m w3y A wyjb

FYTHIH3bIIKOFM aHANAK wy 20NKF wyrTtTpfr byufr? bfrrK
nNAK DOy XY3KF ¢cT c¢c3YKF 3y 4dj slOFmM ¢ hp Dy RIOByYy DUzt
"wydy3yrb whFpp .. wytpfrrrxgshuvF ETFjrOF pZl

yB aldBFIPFDNAXDT WY Asbr OF pfFN132uF bwMfF33b c¢3lOF
nAK FnBFCP3gHF ORh3alUTt PHBH FnydK bHKH KOF 63y H
. BUYUT cr ANKOF 2j 3K

O VHERk c TWrRABEed B K p Bl /b Ik
_aFJ3cbF OTFM bH3YY FHALYbwm

/| 2cF 3 OF
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bmMmyF _ Ot IOF

oyj RIOF UFHTIOF nAK wBbK WNYM ™ o3
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Appendix Di Reliability and Validity tables

Table 4.1: Reliability test tables

0
Questions- Part A % of
agreement
1 | have a general understanding of the following concepts 98%
5 Fundamental Analysis includes the following areas of study 8206
3 Technical Analysis involves predicting future price movements 82%
In the selection phase of the equity securities (before taking the decisic
4 . 90%
purchasing) , | have made use of
5 In the trading phase @quity securities, | have made wde 90%
6 In the selection phase of the equity securities ( before taking the decisi 80%
purchasing), the organization that | work for encourages the use of bot °
In the trading phase @fquity securities ,the organizatitmat | work for
7 80%
recommendshe use bboth
0
Questions- Part B % of
agreement
| prefer the following approach for the selection phase of the equity
1 " : . . 85%
securities ( before taking the decision of purchasing)
5 | prefer the following approach for making purchasing or setliegsions 8206
of equity securities
3 Your use of Fundamental analysis covers a time period of 88%
4 Your use of Technical analysis covers a time period of 90%
5 Insiderinformation has an important effect on 8204
6 Doing a propeBusiness Analysis more important than 98%
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Table 4.1: Continued

0
Questions- Part C % of
agreement
When doing an analysis for making investment decision for publicly traded shares, how oft
would use each of the models listed beloM@u may choose only one ranking for each item.
Fundamental Analysis
1 | Ratio Analysis 95%
2 | Required Rate afeturn (RRR) 96%
3 | Dividend discounted model 88%
4 | Capital Asset Pricing Model (CAPM) 88%
5 | Portfolio theory 85%
Technical Analysis
1 Volume Tracking 98%
2 Charting (chart analysis) 96%
3 Trend lines 95%
4 Relative Strength IndefRSI) 80%
5 Moving Average Convergence Divergence MACD 85%
Japanese Candlesticks 83%
Support and Resistance Levels 99%
Trading Ranges 90%
Stochastic Oscillator 83%
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Table 4.1: Continued

% of
agreement
When using-undamental and Technical analyses, which time period each technique cover in
make the investment decision making process? You may choose only one ranking for each itg
Fundamental Analysis

Questions- Part D

1 | Ratio Analysis 98%
2 | Required Rate of return (RRR) 97%
3 | Dividend discounted model 90%
4 | Capital Asset Pricing Model (CAPM) 90%
5 | Portfolio theory 88%

Technical Analysis

1 Volume Tracking 97%
2 Charting (chart analysis) 95%
3 Trend lines 90%
4 RelativeStrength Index (RSI) 93%
5 Moving Average Convergence Divergence MACD 90%
" Japanese Candlesticks 85%
‘ Support and Resistance Levels 99%
B Trading Ranges 85%
Stochastic Oscillator 88%
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Table 4.2: Validity test tables

Questions- Part A

% of experts

agreement

| have a general understanding of the following concepts 100%
Fundamental Analysis includes the following areas of study 90%
Technical Analysis involves predicting future price movements 90%

In the selection phase of the equity securities (before taking the decisig 100%
purchasing) , | have made use of

In the trading phase @fquity securities, | have made ude 100%

In the selection phase of the equity securities ( before taking the decisi 80%
purchasing), the organization that | work for encourages the use of bot

In the trading phase @fquity securities ,the organizatitrat | work for 80%

recommendshe use bboth

0
Questions- Part B % of experts
agreement
| prefer the following approach for the selection phase of the equity 80%
securities ( before taking the decision of purchasing)
| prefer the following approach for making purchasing or setliegjsions 80%
of equity securities
Your use of Fundamental analysis covers a time period of 90%
Your use of Technical analysis covers a time period of 90%
Insiderinformation has an important effect on 90%
Doing a propeBusiness Analysis more important than 80%
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Table 4.2: Continued

Questions- Part C

% of experts
agreement

When doing an analysis for making investment decision for publicly traded shares, how oft
would use each of the models listed beloM@u may choose only one ranking for each item.

Fundamental Analysis

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014

1 | Ratio Analysis 100%
2 | Required Rate afeturn (RRR) 90%
3 | Dividend discounted model 100%
4 | Capital Asset Pricing Model (CAPM) 80%
5 | Portfolio theory 80%

Technical Analysis
1 Volume Tracking 100%
2 Charting (chart analysis) 100%
3 Trend lines 100%
4 Relative Strengtindex (RSI) 80%
5 Moving Average Convergence Divergence MACD 90%
6 Japanese Candlesticks 80%
7 | Support and Resistance Levels 100%
8 Trading Ranges 100%
9 Stochastic Oscillator 90%
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Table 4.2: Continued

Questions- Part D

% of experts
agreement

When using-undamental and Technical analyses, which time period each technique cover in
make the investment decision making process? You may choose only one ranking for each itg

Fundamental Analysis
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1 | RatioAnalysis 100%
2 | Required Rate of return (RRR) 90%
3 | Dividend discounted model 100%
4 | Capital Asset Pricing Model (CAPM) 80%
5 | Portfolio theory 90%

Technical Analysis
1 Volume Tracking 100%
2 Charting (chart analysis) 90%
3 Trendlines 100%
4 Relative Strength Index (RSI) 80%
5 Moving Average Convergence Divergence MACD 80%
6 Japanese Candlesticks 90%
7 | Support and Resistance Levels 100%
8 Trading Ranges 100%
9 Stochastic Oscillator 90%
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Appendix E T Descriptive Analysis

Frequency Tables

Table 4.6:1 have a general understanding of the following concepts

Frequency | Percent
Valid |Fundamental Analysis when making investment decisior 52 19.3
Technical Analysis when making investment decisions 38 14.1
Both of them 180 66.7
Total 270 100.0
Table 4.7:Fundamental Analysis includes the following areas of study
Frequency | Percent
Valid |The internal and external business environments 26 9.6
The current and historical financial statements of the
102 37.8
company
Both of them 142 52.6
Total 270 100.0
Table 4.8: Technical Analysis involves predicting future price movements
Frequency | Percent
Valid |Based on historical price trends 209 77.4
Based on companies financial statements 25 9.3
Both of them 36 13.3
Total 270 100.0
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Table 4.9:In the selection phase of the equity securities (before taking the decision of

purchasing), | have made use of

Frequency | Percent
Valid |Fundamental Analysis 149 55.2
Technical Analysis 37 13.7
Both of them 84 311
Total 270 100.0

Table 4.10:In making purchasing or selling decisions for equity securities, | have

made use of
Frequency | Percent
Valid |Fundamental Analysis 35 13.0
Technical Analysis 152 56.3
Both of them 83 30.7
Total 270 100.0

Table 4.11:In the selection phase of the equity securities (before taking the decision

of purchasing), the organization that | work for encourages the use of both

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014

Frequency | Percent
Valid |Fundamental Analysis 144 53.3
Technical Analysis 37 13.7
Both of them 89 33.0
Total 270 100.0
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Table 4.12:In making purchasing or selling decisions for equity securities, the

organization that | work for encourages the use of both

Frequency | Percent
Valid |Fundamental Analysis 31 11.5
TechnicalAnalysis 150 55.6
Both of them 89 33.0
Total 270 100.0

Table 4.13:1 prefer the following approach for the selection phase of the equity

securities (before taking the decision of purchasing)

Frequency | Percent
Valid |l prefer Fundamental Analysis 165 61.1
| prefer Technical Analysis 22 8.1
| do not have a specific preference 83 30.7
Total 270 100.0

Table 4.14:1 prefer the following approach for making purchasing or selling

decisions of equity securities
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Frequency | Percent
Valid |l preferFundamental Analysis 60 22.2
| prefer Technical Analysis 118 43.7
| do not have a specific preference. 92 34.1
Total 270 100.0
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Table 4.15:Your use of Fundamental analysis covers a time period of

Frequency | Percent
Valid |Very Short term (0 t& months, including day trading) 14 52
Short term (6 months to one year) 34 12.6
Medium term (1 to 3 years) 75 27.8
Long term (3 to 5 years) 59 21.9
Very Long term (5 years and more) 88 32.6
Total 270 100.0
Table 4.16:Your use of Technical analysis covers a time period of
Frequency | Percent
Valid |Very Short term (0 to 6 months, including day trading) 146 54.1
Short term (6 months to one year) 84 31.1
Medium term (1 to 3 years) 26 9.6
Long term (3 to 5 years) 9 3.3
Very Long term (5 years and more) 5 1.9
Total 270 100.0
Table 4.17:Insider information has an important effect on
Frequency | Percent
Valid |Selection phase of equity securities 59 21.9
Trading phase of equity securities 88 32.6
Both of them 123 45.6
Total 270 100.0
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Table 4.18:Doing a proper Business Analysis is more important than Technical

Analysis
Frequency | Percent
Valid |Agree 176 65.2
Disagree 94 34.8
Total 270 100.0
Table 4.19:Ratio Analysis
Frequency| Percent
Valid |Do not use 15 5.6
Used a little 24 8.9
Used a moderate amount 53 19.6
Used a lot 86 31.9
Used all the time 92 34.1
Total 270 100.0
Table 4.20:Required Rate of return (RRR)
Frequency | Percent
Valid |Do not use 18 6.7
Used a little 23 8.5
Useda moderate amount 33 12.2
Used a lot 66 24.4
Used all the time 130 48.1
Total 270 100.0
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Table 4.21 Dividend discounted model

Frequency | Percent
Valid [Do not use 17 6.3
Used a little 19 7.0
Used a moderate amount 87 32.2
Used a lot 87 32.2
Used all the time 60 22.2
Total 270 100.0
Table 4.22 Capital Asset Pricing Model (CAPM)
Frequency | Percent
Valid [Do not use 33 12.2
Used a little 54 20.0
Used a moderate amount 68 25.2
Used a lot 61 22.6
Used all the time 54 20.0
Total 270 100.0
Table 4.23 Portfolio theory
Frequency | Percent
Valid |Do not use 20 7.4
Used a little 41 15.2
Used a moderate amount 81 30.0
Used a lot 75 27.8
Used all the time 53 19.6
Total 270 100.0
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Table 4.24 Volume Tracking

Frequency | Percent
Valid [Do not use 3 11
Used a little 11 4.1
Used a moderate amount 7 2.6
Used a lot 81 30.0
Used all the time 168 62.2
Total 270 100.0
Table 4.25 Chart analysis
Frequency | Percent
Valid [Do not use 5 1.9
Used a little 28 10.4
Used a moderate amount 13 4.8
Used a lot 128 47.4
Used all the time 96 35.6
Total 270 100.0
Table 4.26 Trend lines
Frequency | Percent
Valid |Do not use 3 11
Used a little 12 4.4
Used a moderate amount 6 2.2
Used a lot 87 32.2
Usedall the time 162 60.0
Total 270 100.0
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Table 4.27 Relative Strength Index (RSI)

Frequency | Percent
Valid [Do not use 8 3.0
Used a little 19 7.0
Used a moderate amount 42 15.6
Used a lot 145 53.7
Used all the time 56 20.7
Total 270 100.0
Table 4.28 Moving Average Convergence Divergence (MACD)
Frequency | Percent
Valid [Do not use 33 12.2
Used a little 40 14.8
Used a moderate amount 93 34.4
Used a lot 82 30.4
Used all the time 22 8.1
Total 270 100.0
Table 4.29 Japanese Candlesticks
Frequency | Percent
Valid |Do not use 47 17.4
Used a little 7 2.6
Used a moderate amount 121 44.8
Used a lot 41 15.2
Used all the time 54 20.0
Total 270 100.0
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Table 4.30 Support and Resistance Levels

Frequency | Percent
Valid [Do not use 8 3.0
Used a little 13 4.8
Used a moderate amount 13 4.8
Used a lot 47 17.4
Used all the time 189 70.0
Total 270 100.0
Table 4.31 Trading Ranges
Frequency | Percent
Valid [Do not use 25 9.3
Used a little 27 10.0
Used amoderate amount 62 23.0
Used a lot 102 37.8
Used all the time 54 20.0
Total 270 100.0
Table 4.32 Stochastic Oscillator
Frequency | Percent
Valid |Do not use 46 17.0
Used a little 75 27.8
Used a moderate amount 68 25.2
Used a lot 61 22.6
Used all the time 20 7.4
Total 270 100.0
Page| 148

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014



Table 4.33 Ratio analysis

Frequency | Percent
Valid |Very Short term 14 52
Short term 15 5.6
Medium term 19 7.0
Long term 111 41.1
Very Long term 111 41.1
Total 270 100.0
Table 4.34 Required rate of return (RRR)
Frequency | Percent
Valid |Very Short term 43 15.9
Short term 6 2.2
Medium term 112 41.5
Long term 89 33.0
Very Long term 20 7.4
Total 270 100.0
Table 4.35 Dividend discounted model
Frequency | Percent
Valid |Very Short term 9 3.3
Short term 22 8.1
Medium term 97 35.9
Long term 106 39.3
Very Long term 36 13.3
Total 270 100.0
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Table 4.36 Capital Asset Pricing Model (CAPM)

Frequency | Percent
Valid |Very Short term 48 17.8
Short term 90 33.3
Medium term 67 24.8
Long term 44 16.3
Very Long term 21 7.8
Total 270 100.0
Table 4.37 Portfolio theory
Frequency | Percent
Valid |Very Short term 16 5.9
Short term 33 12.2
Medium term 83 30.7
Long term 93 34.4
Very Long term 45 16.7
Total 270 100.0
Table 4.38 Volume Tracking
Frequency | Percent
Valid |Very Short term 144 53.3
Short term 90 33.3
Medium term 19 7.0
Long term 12 4.4
Very Long term 5 19
Total 270 100.0
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Table 4.39 Chart analysis

Frequency | Percent
Valid |Very Short term 96 35.6
Short term 124 45.9
Medium term 35 13.0
Long term 9 3.3
Very Long term 6 2.2
Total 270 100.0
Table 4.4Q Trend lines
Frequency | Percent
Valid |Very Short term 146 54.1
Short term 79 29.3
Medium term 29 10.7
Long term 13 4.8
Very Longterm 3 1.1
Total 270 100.0
Table 4.41 Relative Strength Index (RSI)
Frequency | Percent
Valid |Very Short term 138 51.1
Short term 81 30.0
Medium term 35 13.0
Long term 12 4.4
Very Long term 4 1.5
Total 270 100.0
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Table 4.42 Moving Average Convergence Divergence (MACD)

Frequency | Percent
Valid |Very Short term 135 50.0
Short term 82 30.4
Medium term 25 9.3
Long term 23 8.5
Very Long term 5 19
Total 270 100.0
Table 4.43 Japanese Candlesticks
Frequency | Percent
Valid |Very Short term 134 49.6
Short term 78 28.9
Medium term 33 12.2
Long term 18 6.7
Very Long term 7 2.6
Total 270 100.0
Table 4.44 Support and Resistance Levels
Frequency | Percent
Valid |Very Short term 147 54.4
Short term 74 27.4
Medium term 32 11.9
Long term 11 4.1
Very Long term 6 2.2
Total 270 100.0
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Table 4.45 Trading Ranges

Frequency | Percent
Valid |Very Short term 91 33.7
Short term 145 53.7
Medium term 19 7.0
Long term 10 3.7
Very Long term 5 19
Total 270 100.0
Table 4.46 Stochastic Oscillator
Frequency | Percent
Valid |Very Short term 73 27.0
Short term 95 35.2
Medium term 44 16.3
Long term 52 19.3
Very Long term 6 2.2
Total 270 100.0
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Table 4.51 Nonparametric Correlations: The relationship between the educational

level and the frequency of the used tools included in fundamental analysis approach

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014

Frequency of the used
tools included in Educational
fundamental analysis level
approach
Correlation
- 1.000 .098
Frequency of the usedools Coefficient
included in fundamental Sig. (2tailed) 108
analysis approach N
270 270
Spearman's rh
Correlation
o .098 1.000
Coefficient
Educational level _ _
Sig. (2tailed) .108
N 270 270
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Table 4.52 Nonparametric Correlations: The relationship between the years of
experience and the frequency of the used tools included in fundamental analysis

approach
Frequency of the used
tools included in Experience
fundamental analysis years
approach
Correlation
o 1.000 014
Frequency of the used tools| Coefficient
included in fundamental Sig. (2tailed) 822
analysis approach N
270 270
Spearman'sho
Correlation
o .014 1.000
Coefficient
Experience years - -
Sig. (2tailed) .822
N 270 270

Table 4.54 Nonparametric Correlations: The relationship between the educational
level and the frequency of the used tools included in technical analysis approach
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Frequency of the used
tools included in Educational
technical analysis level
approach
Correlation
Frequency of the used tools Coefficient 1.000 154
included in technical analysis—— _
Sig. (2tailed) .011
approach
N 270 270
Spearman'sho
Correlation
o 154 1.000
Coefficient
Educational level _ _
Sig. (2tailed) .011
N 270 270
*. Correlation is significant at the 0.05 leveligled).
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Table 4.55 Nonparametric Correlations: The relationship between the years of

experience and the frequency of the used tools included in technical analysis

approach
Frequency of the used
toolsincluded in Experience
technical analysis years
approach
Correlation
o 1.000 .053
Frequency of the used tools| Coefficient
included in technical analysis| gjg. (2tailed) 385
approach N
270 270
Spearman's rh
Correlation
o .053 1.000
Coefficient
Experience years _ _
Sig. (2tailed) .385
N 270 270
Table 4.57 Nonparametric Correlations: The relationship between the educational
level and the length of time period needed in forecasting for tools included in
fundamental analysis
Length of time period
needed in forecasting| Educational
for tools included in level
fundamental analysis
Length of time period needed Correlation 1.000 113
in forecasting for tools Coefficient
included in fundamental | Sig. (2tailed) .063
analysis N 270 270
Spearman's rh
Correlation
o 113 1.000
Coefficient
Educational level - -
Sig. (2tailed) .063
N 270 270
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Table 4.58 Nonparametric Correlations: The relationship between the years of
experience and the length of time period needed in forecastifigr tools included in
fundamental analysis
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Length of time period
needed in forecasting| Experience
for tools included in years
fundamental analysis
: : Correlation
Length of time period needed I 1.000 -.059
. , Coefficient
in forecasting for tools
included in fundamental Sig. (2tailed) 338
analysis N 270 270
Spearman's rh
Correlation
o -.059 1.000
Coefficient
Experience years _ _
Sig. (2tailed) .338
N 270 270
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Table 4.60 Nonparametric Correlations: The relationship between the educational

level and the length of time period needed in forecasting for tools included in
technical analysis

Length of time period
needed in forecasting| Educational
for tools included in level
technical analysis
Correlation .
Length of time period needed Coefficient 1.000 -218
in forecasting for tools
included in technical analysis | gjg. (2tailed) 000
N 270 270
Spearman's rh
Correlation .
N -.218 1.000
Coefficient
Educational level _ _
Sig. (2tailed) .000
N 270 270
** Correlation is significant at the 0.01 leveH@iled).

Table 4.61 Nonparametric Correlations: The relationship between the years of

experience and the length of time period needed in forecasting for tools included in
technical analysis
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Length of time period
needed in forecasting| Experience
for tools included in years
technical analysis
Correlation )
N 1.000 -.206
Length of time period needed |  Coefficient
in forecasting for tools Sig. (2tailed) .001
included in technical analysis N 270 270
Spearman's rh
Correlation .
N -.206 1.000
Coefficient
Experience years - -
Sig. (2tailed) .001
N 270 270
**_Correlation is significant at the 0.01 leveHailed).
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Appendix Fi Inferential statistics - Cross-Tables

Table 4.63 The relationship between the level of awareness and the degree of
understanding of the Fundamental analysis approach

Understanding of Fundamental analysis

_ The current
The internal S
and historical
and externa| _
) financial |Both of then]  Total
business
) statementsf
environment
the company

Awareness of |[Fundamental Analysi 19 17 16 52
Fundamental [Technical Analysis 7 16 15 38
Analysis  |Both of them 0 69 111 180
Total 26 102 142 270

Table 4.64 Chi-Square Tests

Value of Asymp. Sig.
(2-sided)
Pearson Ch8quare 68.813 4 .000
Likelihood Ratio 69.897 4 .000
Linearby-Linear Association 46.268 1 .000
N of Valid Cases 270
a. 1 cells (11.1%) have expected count less than 5. The minimum expected count is 3.66.

Page]| 159
© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014




Table 4.65 Symmetric Measures

Asymp. Std. b _
Value Approx. T° | Approx. Sig2
Error @
Nominal by NominalContingency Coefficien 451 .000
Interval by Interval |Pearson’'s R 415 .058 7.461 .000
Ordinal by Ordinal [Spearman Correlation .361 .060 6.332 .00C
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotic standard error assuming the null hypothesis.
c. Based on normal approximation.
Table 4.67 The relationship between the level of awareness and the degree of
understanding of the Technical analysis approach
Understanding of Technical analysis
Based on
Based on _
o companies
historical _ _ Both of then]  Total
_ financial
price trends
statements
Fundamental Analysi: 30 13 9 52
Awareness of | Technical Analysis 33 3 2 38
Technical
analysis Both of them 146 9 25 180
Total 209 25 36 270
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Table 4.68 Chi-Square Tests

Value of Asymp. Sig.
(2-sided)
Pearson ChBquare 23.399 4 .000
Likelihood Ratio 20.396 4 .000
Linearby-Linear Association 3.786 1 .052
N of Valid Cases 270
a. 2 cells (22.2%) have expected count less than 5. The minimum expected count is 3.52.

Table 4.69 Symmetric Measures

Asymp. Std. b _
Value Approx. T° | Approx. Sig.?
Error @
Nominal by Nominal [Contingency Coefficient .282 .000
Interval by Interval |Pearson's R -119 .065 -1.956 .057
Ordinal by Ordinal  |Spearman Correlation -.139 .065 -2.296 027
N of Valid Cases 270

a. Not assuming the nuilypothesis.

b. Using the asymptotic standard error assuming the null hypothesis.

c. Based on normal approximation.
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Table 4.71 The relationship betweenthe type of investment approach used and the

investment decisioamaking process of theequity securities

Type of investment approach used in the
trading phase
Fundamentg Technical
. _ |Both of then| Total
Analysis | Analysis
Fundamental Analysi 35 114 0 149
Type of  ITechnical Analysis 0 37 37
investment |goth of them
approach used ir|
the Selection 0 1 83 84
phase
Total 35 152 83 270
Table 4.72 Chi-Square Tests
Value df Asymp. Sig. (2sided)
Pearson Ch8quare 2.809E2 4 .000
Likelihood Ratio 340.188 .000
Linearby-Linear
. y 189.766 1 .000
Association
N of Valid Cases 270

a.1 cells (11.1%) have expected count less than 5. The minimum expected count is 4

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014
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Table 4.73 Symmetric Measures

Asymp. Std.
Value Error®  |Approx. T°|Approx. Sig?

Nomi .

omfnal by Contlhgency 214 000
Nominal Coefficient
Interval byinterval [Pearson's R .840 .012 25.335 .000
Ordinal by Ordinal |Spearman Correlation .848 .021 26.149 .000
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotic standard error assuming the null hypothesis.
c. Based omormal approximation.

Table 4.75 The relationship between the educational level and thgpe of investment
approach used in the Selection phase

Type of investment approach used in the Selection phase
Fundamental |  Technical
Analysis Analysis Both ofthem Total
Bachelors 125 35 66 226
Master 20 2 14 36
Educational level
Doctorate 4 0 4 8
Total 149 37 84 270
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Table 4.768 Chi-Square Tests

Asymp. Sig. (2
Value Df Y p 9-(
sided)
Pearson ChSquare 5.287 4 .259
Likelihood Ratio 6.684 4 154
Linearby-Linear
o .907 1 341
Association
N of Valid Cases 270

a. 4 cells (44.4%) have expected count less than 5. The minim
expected count is 1.10.

Table 4.77 Symmetric Measures

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014

Asymp. Std.
Value Erro” Approx. T | Approx. Sig?

Nominalby Nominal | Contingency Coefficien] .139 .259

Interval by Interval Pearson's R .058 .066 952 347

Ordinal by Ordinal Spearman Correlation .043 .065 .705 A48T

N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotistandard error assuming the null hypothesis.
c. Based on normal approximation.
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Table 4.79 The relationship betweenthe educational level and theype of investment

approach usedin the trading phase

Type of investment approach useth the trading phase

Fundamental Technical
Analysis Analysis Both of them Total
Bachelors 35 126 65 226
Educational level Master 0 22 14 36
Doctorate 0 4 4 8
Total 35 152 83 270
Table 4.80 Chi-Square Tests
Value of Asymp. Sig. (2
sided)
PearsorChi-Square 9.062 4 .060
Likelihood Ratio 14.488 4 .006
Linearby-Linear
Association 0895 ! 009
N of Valid Cases 270
a. 4 cells (44.4%) have expected count less than 5. The minimum
expected count is 1.04.
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Table 4.81 Symmetric Measures

Asymp. Std.
Value Erro Approx. T | Approx. Sig?
Nominal by Nominal| Contingency Coefficien] .180 .060
Interval by Interval Pearson's R .160 .049 2.655 .008
Ordinal by Ordinal Spearman Correlation .155 .053 2.567 011
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotic standard error assuming the null hypothesis.
c. Based on normal approximation.
Table 4.83 The relationship between the years of experience and tlgpe of
investment approach usedn the selection phase
Years of experience
Oto5years| 5to 10 years| 10 to 15 yeary 15 years plug Total
Type of | Fundamental Analysi 19 89 30 11 149
investment Technical Analysis 3 24 8 2 37
approach
_ Both of them 5 54 17 8 84
usedin the
selection Total
27 167 55 21 270
phase
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Table 4.84 Chi-Square Tests

Asymp. Sig. (2
Value df Y p 9-(
sided)
Pearson ChSquare 13.540 6 .029
Likelihood Ratio 3.703 6 717
Linearby-Linear
o 1.176 1 278
Association
N of Valid Cases 270
a. 2 cell§(16.7%) have expected count less than 5. The minimu
expected count is 2.88.

Table 4.85 Symmetric Measures

Asymp. Std. b _
Value Approx. T° | Approx. Sig?2
Error 2
Nominal by Nominal| Contingency Coefficien] .114 .739
Interval by Interval Pearson's R .066 .061 1.085 279
Ordinal by Ordinal | Spearman Correlation| .164 .060 1.047 .296
N of Valid Cases 270

a. Not assuming the null hypothesis.

b. Using the asymptotic standard error assuming the null hypothesis.

c. Based on normal approximation.
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Table 4.87 The relationship between the experience years and thgpe of investment

approach usedin the trading phase

Experience years

Oto5years| 5to 10 yearg 10 to 15 year{ 15 years plug Total
Type of |Fundamental Analys 3 25 6 1 35
Investment Technical Analysis 20 88 32 12 152
approach
_ Both of them
usedin the
trading 4 54 17 8 83
phase
Total 27 167 55 21 270
Table 4.88 Chi-Square Tests
Asymp. Sig. (2
Value Df Y p 9-(
sided)
Pearson ChBquare 16.533 6 .016
Likelihood Ratio 7.248 6 .299
Linearby-Linear
o 2.219 1 .136
Association
N of Valid Cases 270
a. 2 cells (16.7%) have expected count less than 5. The minimum
expected count is 2.72.
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Table 4.89 Symmetric Measures

Asymp. Std.
Value Erro Approx. T | Approx. Sig?
Nominal by Nominal| Contingency Coefficien| .154 .366
Interval by Interval Pearson's R .091 .054 1.493 137
Ordinal by Ordinal Spearman Correlation .286 .056 1.408 160
N of Valid Cases 270

a. Not assuming the null hypothesis.

b. Using the asymptotic standard error assuming the null hypothesis.

c. Based on normal approximation.

Table 4.91 The relationship between the length of time period needed in forecasting
and thetype of investment approach usedh the selection phase

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014

Length of time period needed in forecasting
Very
Short tern
Short tern ) Very Long
(Oto 6 Medium |Long term
(6 monthg term (5
months, term (1to] (3to5 Total
_ _ to one years ang
including 3years)| years)
year) more)
day
trading)
Fundamental
_ 6 22 33 32 56 149
Type of Analysis
6 3 11 7 10 37
approach usedin Analysis
the selection
Both of them 2 9 31 20 22 84
phase
Total 14 34 75 59 88 270
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Table 4.92 Chi-Square Tests

Value df AZ_ZZ;;Q'
Pearson ChSquare 18.847 8 .016
Likelihood Ratio 16.046 8 .042
Linearby-Linear Association .955 1 .328
N of Valid Cases 270

a. 3 cells (20.0%) have expected count less than 5. The minimum expected count is 1.92.

Table 4.93 Symmetric Measures
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Value Asymp. Std. Approx. T° | Approx. Sig?
Error @
Nominal by Nominal [Contingency Coefficient .255 .016
Interval by Interval |Pearson's R -.060 .057 -97F 329
Ordinal by Ordinal  |Spearman Correlation -.080 .059 -1.306 193
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotic standard error assuming the null hypothesis.
c. Based on normal approximation.
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Table 4.95 The relationship between the length of time period needed in forecasting

and thetype of investment approach usedh the trading phase

Length of time period needed in forecasting
Very
Short Very
Short _
term (O to Medium Long Long
term (6
6 months, term (1 to|term (3 to| term (5 | Total
_ ~|months to
including 3 years) | 5 years) |years and
one year)
day more)
trading)
Type of Fundamental
_ 20 11 0 3 1 35
investment Analysis
approach usedin|Technical
. 81 48 16 4 3 152
the trading Analysis
phase Both of them
45 25 10 2 1 83
Total 146 84 26 9 5 270
Table 4.96 Chi-Square Tests
Asymp. Sig.
Value df Y 'p J
(2-sided)
Pearson ChSquare 17.827 8 .019
Likelihood Ratio 10.314 8 244
Linearby-Linear Association .026 1 .873
N of Valid Cases 270

a. 6 cells (40.0%) have expected count less than 5. The minimum expected count is .65.

© Amany Mohamed Ahmed Ibrahim Fouad (MBA Program; AAST, Cairo), 2014
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Table 4.97. Symmetric Measures

Value Asymp. St Approx. T® | Approx. Sig?
Error ?

Nominal by Nominal [Contingency Coefficient .168 451

Interval by Interval  |Pearson's R -.010 .063 -.160 873

Ordinal by Ordinal  |Spearman Correlation -110 .061 -170 .865

N of Valid Cases 270

a. Not assuming the null hypothesis.

b. Using the asymptotic standard error assuming the null hypothesis.

c. Based on normal approximation.

Table 4.99 The relationship between the important effect of the insidemformation

and the type of investment approach used in the selection phase

The important effect of insider information
Selecting phas{ Trading phase
of equity of equity Both of them Total
securities securities
Type of investment |[Fundamental Analysis 35 44 70 149
approach used inthe | Technical Analysis 10 13 14 37
selectionphase 151 of them 14 31 39 84
Total 59 88 123 270
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Table 4.100 Chi-Square Tests

A . Sig. (2
Value df symp. Sig. (
sided)
Pearson ChBquare 3.216 522
Likelihood Ratio 3.294 510
Linearby-Li
! , y near 217 1 641
Association
N of Valid Cases 270

a. 0 cells (.0%) have expected count less than 5. The minimum
expected count is 8.09.

Table 4.101 Symmetric Measures
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Value AS)ng' raStd' Approx. T | Approx. Sig?
Nominal by Nominal |[Contingency Coefficient .108 522
Interval by Interval |Pearson's R .028 .059 465 647
Ordinal by Ordinal  |Spearman Correlation .015 .060 .240 81T
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using theasymptotic standard error assuming the null hypothesis.
c. Based on normal approximation.
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Table 4.103 The relationship between the important effect of the insider information

and the type of investment approach used in the trading phase

The important effect of insider information

Selecting phas Trading phase ¢
of equity NI PNASEQ B ofthem |  Total
. equity securitie
securities
Type of investment  [Fundamental Analysis 3 24 8 35
approach used in the |Technical Analysis 42 33 77 152
trading phase Both of them 14 31 38 83
Total 59 88 123 270
Table 4.104 Chi-Square Tests
Asymp. Sig. (2
Value df y p g (
sided)
Pearson Ch8quare 30.92¢ .000
Likelihood Ratio 29.875 4 .000
Linearby-Linear
. .856 1 .355
Association
N of Valid Cases 270
a. Ocells (.0%) have expected count less than 5. The minimum
expected count is 7.65.
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Table 4.105 Symmetric Measures
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Value AS)IIET:;' :td' Approx. T | Approx. Sig?
Nominal by Nominal |[Contingency Coefficient 321 .000
Interval byinterval Pearson's R .056 .052 925 .356
Ordinal by Ordinal Spearman Correlation .062 .054 1.025 .306
N of Valid Cases 270
a. Not assuming the null hypothesis.
b. Using the asymptotic standard error assuming the null hypothesis.
c. Based on normalpproximation.
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