Moving Averages Essay Question:
 

On first impression, moving averages seem to be the ultimate technical tool.  Explain what they are then discuss the advantages and disadvantages of using them.
 

Answer
· A moving average is the average of a predetermined number of data points plotted at the end point moving through the data series.  A diagram would be nice or an example using real numbers 

· There a number of calculation methods which weight the components differently.  Formulas not required but implications of different types 

· Advantages 

· They smooth out fluctuations in data and expose the trend 

· Time horizon of the trend is determined by the period of the moving average 

· Can be used to generate buy and sell signals using the crossover of 1, 2 or 3 averages
· Disadvantages 

· Because they average the data, they lag the turns in the underlying data 

· Reducing the period of the average reduces the lag but increases whipsaws  
