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Spotting direction
with precision

In technical analysis, trendlines are a basic
but powerful tool used to identify the general
direction of amarket. They help traders and
analysts quickly visualise whether prices are
moving up, down, or sideways over time.

An uptrend occurs when prices consistently
reach higher highs and higher lows. To draw

an uptrend line, you connect at least two or
more of these rising lows with a straight line.
This line slopes upward and oftenacts asa
support level, meaning it may serve as afloor
where prices tend to bounce during temporary
declines (called pullbacks).

A downtrend, on the other hand, is marked by
lower highs and lower lows. Here, the trendline
is drawn by connecting at least two of the
descending highs. This downward-sloping line
can act as aresistance level, where prices may

struggle to move higher during short-termrallies.

This material is for information purposes
only andis not intended to provide trading
orinvestment advice. CMC Markets

shall not be responsible for any loss that
you incur, either directly or indirectly,
arising from any investment based on any
information contained herein.
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Trend"nes are typically drawn Understanding and using trendlines

. . Trendlines are used in technical analysis to define an uptrend or
US|ng the h|g hS OI’ IOWS (also downtrend. Traditionally, uptrend lines are made by drawing a

. . straight line throu_gh a series of ascending high_er troughs_ (IO\_NS).
called wicks) of candlesticks, oo o e et o et

. . price may bounce during pullbacks.

rather than the ClOSIng prlces See Figures_1.1 and 1.2 for visual examples of both uptrend and
This method better reflects the downtrend fines.
market’s true extremes.

Figure 1.2 - A trendline (in an uptrend) set through the lows
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Common trendlinerules

The following rules can be applied to trendlines
and channels:

1. Price declines approaching an uptrend line may indicate
continued bullish momentum, while price rises toward a
downtrend line may signal sustained bearish pressure.

2. A break below an uptrend line, especially on a closing basis,
can suggest a shift toward bearish momentum, while a
break above a downtrend line may indicate emerging bullish
sentiment. Analysts often look for confirmation through a
minimum percentage move such as a 1% breach or a defined
price threshold beyond the trendline.

According to rule 1, as price approaches an uptrend line, the
trendline can act as a support, provided it is not breached.

A clear break below the line, however, may signal that support
has failed, resembling a typical support breakdown.

Conversely, downtrend lines commonly serve as resistance.
Price nearing such a line without breaking above may reflect
ongoing bearish pressure. As illustrated in Figure 1.3, entry
points aligned with these dynamics tend to occur near the
trendlines, offering lower levels during an uptrend and higher
levels during a downtrend.

The circled points illustrated in figure 1.3 represent the ideal
sell orders which would tend to cluster near and underneath a
downtrend line. The reason they have to be underneath and not
above is that a downtrend line acts like a resistance line. Price
action above the line would, by definition, be a ‘technical break’
over the line, which would mean a trader could expect a short-
term spike up so could be looking to exit short trades rather
than enter them.

Figure 1.3 - Setting orders using trendlines in a downtrend
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A warning about trendlines and
chartsin general

Changes in trend speed may necessitate the redrawing of
the lines. This is particularly important if they are breached
temporarily, only to resume the trend, as this could make the
lines themselves unreliable. While penetrations of trendlines
often warn of a trend reversal, a breach usually also means
you will need to redraw a trendline. See figure 1.4 below for a
graphical representation of this.

Figure 1.4 - Trendline warning
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Disclaimer

This guide provides general information only and does not
take into account your objectives, financial situation or needs.
Consequently you should consider the information in light

of your objectives, financial situation and needs. Investing in
CMC Markets financial products, including derivatives carries
significant risks and is not suitable for all investors.

The examples in this guide are hypothetical and are provided

for illustrative purposes. They are not intended to suggest how
an underlying asset might perform or how CMC Markets might
exercise its power or discretions. Fees, charges and margin rates
are subject to change. This guide is not to be construed as a
solicitation or an offer to buy or sell any financial instruments,

or as a recommendation and/or investment advice. It does not
intend to support an investment decision and it should not be
relied upon by you in evaluating the merits of investing in any
financial instruments. CMC Markets believes that the information
in this guide is correct, and any opinions and conclusions are
reasonably held or made on information available at the time of its
compilation, but no representation or warranty is made as to the
accuracy, reliability or completeness of any statements made in
this guide.

CMC Markets is under no obligation to, and does not, update or
keep current the information contained in this guide. Neither CMC
Markets nor any of its affiliates or subsidiaries accepts liability

for loss or damage arising out of the use of all or any part of this
guide. Any opinions or conclusions set forth in this guide are
subject to change without notice and may differ or be contrary to
the opinions or conclusions expressed by any other members of
CMC Markets.
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Asia Pacific Pty Ltd
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NZ Limited
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1010, Auckland
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Level 20, Tower 3, International
Towers, 300 Barangaroo
Avenue NSW 2000, Sydney
Australia

cmcmarkets.com/en-au cmcmarkets.com/en-nz

Important information regarding CMC’s CFDs:

You do not own, or have any interest in, the underlying assets.

We recommend that you seek independent advice and ensure
you fully understand the risks involved before trading. Spreads
may widen dependent on liquidity and market volatility. New
Zealand and CMC Pro clients could lose more than their deposits.
It's important for you to consider the following CMC Markets
documents before you decide whether or not to acquire any of
the financial products including information about CMC Markets’
services, including our fees and charges.

CMC Markets Asia Pacific
Pty Ltd ABN 11100 058 213 AFSL No. 238054
cmcmarkets.com/en-au

CMC Markets NZ Limited Company
Registration Number 1705324
cmcmarkets.com/en-nz
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