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Bullish and Bearish Divergences and Momentum Indicators

Tips to ensure you don't trade too early on divergences
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Here’s another great example. Price has rallied and made new highs but RSI has failed and seen a lower high
on the second price peak. We saw a trend line in the initial rally break and come very close to be retested at
the second peak.

Surely this means we can sell...

Well actually, we haven’t thought about what we’re doing... Let’s take a look at what subsequently happened:
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The lesson to be learned here is that while

divergences can provide excellent reversal signals, they do require confirmation. This can come from different
analysis, possibly the break of a trend line (as in the first example) or possibly a reversal pattern such as a
double top or head and shoulder break. In addition, if the divergence is in the daily chart then look at the
intraday signals. You may be able to find a reversal pattern in the 4-hour chart, or perhaps an intermediate
trend line break and retest.

However, what this does highlight is that whatever analysis you utilize it is vital that you do not trade on one
signal alone and ensure the signal is confirmed by other analysis.

Good luck
lan Copsey
www.fx-forecaster.com
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