Lesson Four
Trend line

1. Introduction
Trend line: a straight line that connects two or more price points and then extends into the future to act as a line of support or resistance.

Assumption: The markets don’t move randomly and the prices trend.
Type: Uptrend Line & Downtrend Line
Usage: 

1. Trend identification and confirmation
2. Support and resistance identification.
Terms:
      Slope:  equal to the change in price divided by the number of time periods. 
2. Uptrend Line

An uptrend line is formed by connecting two or more low points with a positive slope. The second low must be higher than the first.
1. It indicates the market trend is up
2. It indicates that demand is increasing even as the price rises
3. It serves as a support
4. As long as prices remain above the trend line the uptrend is considered solid and intact
5. A break below the uptrend line indicates that the demand  is weakening and that a change in trend could be imminent
3. Downtrend Line
A downtrend line is formed by connecting two or more high points with a negative slope. The second high must be lower than the first. 

1. It indicates the market trend is down
2. It indicates that supply is increasing even as the price declines
3. It serves as a resistance
4. As long as prices remain below the trend line the downtrend is considered solid and intact
5. A break above the downtrend line indicates that the supply is weakening and a change in trend could be imminent
4. Validation

The general rule: use two points to draw a trend line and the third point to confirm the validity.

* The more points used to draw the trend line the more valid the trend line is. (Either acts as a support or resistance level) 
* Don’t force the construction of the trend line. It is not always possible to draw trend lines on every price chart. Sometimes the lows or highs just don't match up. 
Spacing of the Points
The points used to form a trend line should not be too far apart or too close together. An ideal trend line is made up of relatively evenly spaced lows (or highs). 
Angle
The validity of the support or resistance level decreases as the steepness of a trend line increases. It is unlikely to offer a meaningful support or resistance level by a steep trend line resulting from a sharp advance (or decline) over a short period of time.  
Internal Trend Line
1. Sometimes if you draw a trend line the exact points might not match up cleanly. If we ignore one or two points then a fitting trend line could be formed. 
2. Sometimes because of the volatility of the market prices can overreact and produce spikes that distort the highs and lows. One method for dealing with this is to draw internal trend lines by ignoring price spikes. However, make sure the trend lines are reasonable. 
Conclusion
1. Trend lines can offer great insight but if used improperly they can also produce false signals 
2. Trend lines should only be used as a tool for establishing, analyzing, and confirming a trend. 
3. Trend lines should only serve as a warning that a change in trend may be imminent. 
4. By using trend line breaks for warnings, investors and traders can pay closer attention to other signals for a potential change in trend. 

Mentality Training:

1. Don’t catch the falling knife.

2. Anything you do, always think about dangers first. Look for as many protections as possible. 

