
Charting Tools 
 
Technical Analysis:  Is based on the “price action” of any given security.  It involves analyzing a security’s 
chart movement, identifying Supply and Demand zones.  (Also known as Resistance and Support zones.) 
 
The most important concept of Free Market Economics and Technical Trading is the law of: 
 

SUPPLY & DEMAND 
 
Supply & Demand is a natural law that regulates any free market system.   
 

Supply = Sellers = Resistance 
Demand = Buyers = Support 

 
When there are too many Sellers and not enough Buyers, prices go down. 

When there are too many Buyers and not enough Sellers, prices go up. 
 
Simple, right?  Then why do so many people have trouble with this concept? 
 
Let’s see how this translates to a chart.  This is one of the most important concepts of charting.  It tells 
you the most probable price where Seller’s will sell and Buyer’s will buy. 
 

 
 
Support on a chart is usually represented by green lines placed at the low points of your chart.  While red lines 
represent Resistance at the high points.  Whenever price changes from a low point and moves back up, that 
would mean that there were not enough Sellers at that price and Buyers outnumbered Sellers.  (Blue Circles)  
This would represent a Demand zone, which is the same as a Support zone. 
 
The inverse is true for Resistance or Supply zones. The red line at the high points represents a greater 
number of Sellers than Buyers, therefore, price declines. 
 



This is extremely important because you never want to buy a security when the price is at the resistance line.  
Once it breaks through and closes above resistance, then that usually means price should continue to a new 
higher point. 
 
Trend Lines 

 
Always trade with the trend! 
Never short an up trending chart. 
Never go long on a down trending chart. 
 
Trend Lines provide directional guidance in a chart and can also act as support and resistance lines.  Below is 
a chart of the S&P 500 going back to the low of 2011.  Notice the green support trend line and the red 
resistance trend line.  They form a perfect channel of support and resistance.  If either support or resistance 
gets broken, that’s when you should expect a strong move in the direction of the break. 
 
In other words, if the upper trend line is broken to the high side, you can expect a strong upward movement in 
the stock price.  Inversely, if it breaks to the downside, expect a strong move down in price and possibly the 
start of a downtrend or Bear market. 
 

 
 
 
Bollinger Bands 
 
This tool measures the most probable trading range for a security. Any move outside of the bands is 
considered extreme, and is vulnerable to a reversal. 
 
Bollinger Bands act as moving averages, with a high average, mid-average and low average. 
 
In the chart below, the circled areas illustrate what’s known as a Bollinger Band Crash.  That’s when the price 
crashes through the lower or higher bands.  You can typically expect a reversal in direction when this happens. 
 



 
 
	  


