Divergence Cheat Sheet forex and crypto trading

Divergence is a powerful tool in Forex market analysis, helping traders predict price reversals with
greater accuracy. This article will explore the different types of divergence and how to use them

effectively in your trading strategy.
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Understanding Divergence

Divergence occurs when the price of an asset and a technical indicator move in opposite directions. This
discrepancy often signals a potential trend reversal or continuation, making it a valuable tool for traders.

Importance of Divergence
Divergence is useful for:

e Predicting market reversal points

e Confirming emerging trends

¢ Identifying efficient entry and exit points
Types of Divergence

Divergence can be categorized into two main types: Bullish and Bearish. Each type has several subtypes
based on the strength and visibility of the signal.

Bullish Divergence Patterns
Strong Bullish Divergence

e Price: Lower Low

e Indicator: Higher Low

This is the strongest signal for a potential upward reversal. It occurs when the price makes a lower low,
but the indicator makes a higher low, suggesting weakening selling pressure.

Weak Bullish Divergence
e Price: Lower Low
e Indicator: Equal Low

A weaker bullish signal, but still positive. It may indicate that selling pressure is slowing down, though
the reversal signal is less clear.

Medium Bullish Divergence
e Price: Equal Low
e Indicator: Higher Low

This signal falls between strong and weak bullish divergence, potentially indicating the start of an
upward price movement.

Hidden Bullish Divergence
e Price: Higher Low

e Indicator: Lower Low



Often overlooked, this pattern can confirm an existing uptrend, suggesting it may continue.
Bearish Divergence Patterns
Strong Bearish Divergence
e  Price: Higher High
e Indicator: Lower High
The strongest signal for a potential downward reversal, indicating weakening buying pressure.
Weak Bearish Divergence
e Price: Higher High
e Indicator: Equal High
A weaker bearish signal, suggesting buying pressure may be slowing down.
Medium Bearish Divergence
e Price: Equal High
e Indicator: Lower High
This signal suggests buying pressure may be weakening and prices could start to decline.
Hidden Bearish Divergence
e Price: Lower High
e Indicator: Higher High
This pattern can confirm an existing downtrend, suggesting it may continue.
Implementing Divergence in Trading
To effectively use divergence in trading, follow these steps:
Identifying Divergence
1. Observe price movement
2. Compare with indicator movement
3. Determine the type of divergence occurring
Confirming Signals
Use divergence in conjunction with other technical analysis tools, such as:
e Support and resistance levels
e Candlestick patterns

e Moving averages



Setting Entry and Exit Points

e Entry: When divergence occurs and is confirmed by other tools

e Exit: Set Take Profit and Stop Loss based on your risk tolerance
Precautions When Using Divergence
While divergence is an effective tool, traders should be aware of potential pitfalls:
False Signals

Divergence can produce false signals, especially in highly volatile markets. Always use it in combination
with other analysis factors.

Timeframe Selection

Divergence signals can vary across different timeframes. Choose a timeframe that aligns with your
trading strategy.

Risk Management

Don't rely solely on divergence for trading decisions. Implement proper risk management techniques,
such as setting appropriate stop losses.

Conclusion

Divergence is a powerful technical analysis tool for Forex traders. Understanding and correctly applying
divergence can significantly improve your trading success. However, it's crucial to use it in conjunction
with other analysis methods, practice in a demo account before live trading, and always maintain proper
risk management.



