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DEAR READER: electrenic publishing is still in its infansy,

Twe reads diverged in 8 wood, and J—
I ook the ans less traveled by,

And that has made all the difference.
Robert Frost (1574 — 1983)

ftha fonis do nak o look right an your screen,

try printing out this e-book — it will look fine on paper, Also, if you have any suggestions on improving or

updating this book, please write to the author at book@elder.com

LEGAL: Me part af thiz publication may be repreduced, stored |n a retrieval system, ar tranzmitted in any

form or by amy means without the prior written permission of the copyright ownear,

Dizclaimer of warranty: while the author has vsed his best efforts in preparing this book, he makes no

representations or warranties in respect to the accuracy or completeness of the cantents, The advice

and strategies contained herain may not be appropriate for your situation. You should consult with 2

profeszional where appropriate. The auther shall not be responsible far any loss,
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Abaut the Authar

To find the truth, look below the surface!

Whiat you see on the surface is often decestive = in trading, as well as inlife. & trend may appear

strang, while below the susface It may be weak and ready te revarse,

We have indicators that messurs the internal sower of 3 trend, Af times they confirm an uptrend and
tell you it's OK to hold or add to your positions. At ather times they signal thet the trend iz suspect: it iz

better to exit, take profits, and even consider switching from long to short or wice versa.

A divergence is 8 disagreement between the patterns of indicators and prices. We find bullizh
divergences near market battoms and bearish divergences near market tops. Many traders use these
wards very lassely — | want to make these important terms very clear. The purpase af thiz baek |2 ta
help you ride price trends with greater confidence and recognize upcoming reversals before they hit the

crowd.



Meadlass to zay, | neld no manapely on wizgdam. Pve learmed my craft fram thaze wheo went before me
and #ill consider mysslf 3 student in the graduste schoel of hard knocks, 1f you think you see an errorin

thiz book, please writs to me and let me knaw.

How to Work with This Book

We'll begin by reviewing basic definitions and then lock at many examales, I'll invite yvou to taks seversl
resder exercises. Wa'll review divergences in differant indicatars, We'll explore diverzances in differant

timeframes — from investing to day-trading.

keeping goed records is the keystone of successful trading. Please stop for a moment befere you do any
exercises in this book., Open your word processor and create a file "Working with divergences.” Write
dewn the number and the name of each exercise and yeur reasons for answerng Yes ar Ma. By the time
vou get to the end of this e-book yvou will have a nice learning file. 1t will helg you master the topic and

trade divergences with greater confidenca,

An impartant reminder: successful trading is based on thres M's: Mind, Mathad, and Monay
[pevehology, tactics, and risk management.] All thres are essential for your success, This book focuses
on anly ong M = Method, You may use this book as a guide to market analysis and tactics, but

remamber to implament the ather fwo Ms, discussed in my previeus baoks, into every trading decision,

Eeturn to the Ton

Free Updates & the Honor Code

| plan to uodate this e-book in the future and send updates at no charge to &ll purchasers. Fyou bought
this back from Elder.com, we will automatically send you an uadate, If you bought it elsewhers, please

l2t us know, and we will add your email to our list for future updates. We hawve a strict privacy palicy

and will never release your infarmation to anyane.

Flease do not forward this book to your friends (i.e. commit piracy). Instead, email your friends this link

[EDIT LIME] to make sure they receive the latest updats,



Pleaze do not copy this book

| put several hundred hours of werk into writing. Pleaze reciprocate my trust in you by sending your

friends the above link rether than pirating the book.

And now, let's embark on our journey.

Dr. Alaxander Eldar
Maw York City
January 2012
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Review of Tools

Te profit from divergences you must have a basic understanding of technical analysis. There are many

spurces, Including Jahn Murphy's magisterial Techmica! Anolpsis of Finomcia! Markets az well az my own

Trading for o Living.

Here vee will glance at few key definitions, but if anything is unclear, pleazse refer to the abowve boaks.

PRICE, MOVING AVERAGE, SUFPORT & RESISTANCE

] Each price Is & mamentary consenzus of value amang the mass of market participants.

] Lince each price iz a snapshot of current consenzuz, 8 maving everage (= 8 composite
photograph, reflecting an average consensus of valus during its time windeow. A rising meving average
shaws that the market is optimistic — bullish; 3 falling meving average shows that the market is
pessimistic — bearish.

] We draw support and resistance lines across the edges of congestion zones. The extreme highs
and lews reflect anly the panic ameng the weakest market participants, while the adges of cengastian
zones show where the mass of traders changed direction.

] | uze bar charts because | learned te trade uzing them. | have nothing againzt candlesticks,

whinleh came [ater; all examales in this boak could have been rendared using candles.



MACD

. Moving Average Convergence-Divergence (MALCD), invented by Gerald Aopal, is 3 popular
market indicator. |t combines trend-following features (MACD Lines] with those of an cscillator (MACD-
Histagram), MACD-Histogram tracks the difference between MACD Lines, Warning: seme software
packages plot this Indicator incarrectly. For example, Metastack instead of platting the difference
between the lines as 3 histogram, simaly plots one of the lines a3 a histogram. Foryears | have been
telling the falkz at Metastock that their plot is incorrect —bo no avall. |n the interest of aceuracy, ocur
elder-disk for Metasteck contains 5 correct plot,

] Im this bock Il use standard MACD values of 12-26-9, but | encourage vou to experiment with
these numbers, making each of them slightly larger ar smaller. 1t is a good idea to use indicator seitings
as individual as you are, There are no magic numbers — only the numbers you've tested and come to
trust,

L] We will loak at a few examples of divergences using other indicators, Flease feel free to apply

the concepts of thiz book ba ather indicaters you like.

TIME

. Remember that markets move in multiple timeframes simultanecusly. We all have our
preferred pericds, for sxample the daily or a S=minute chart, but ons timeframe is not encugh.

] The Triple Sereen trad ng system reguires yvau ba begin your analyiizs by examining the
timeframe cne erder of magnituds longer than the one you like to trade.  If your favorite is the daily
chiart, begin by loaking at the weeklies. WMake vour strategle decizsion there to be a bull ar a bear and

thien return to the daily chart to make tact cal decizionz on entries and exits.

Chart parameters in this book:

Weekby: 26- and 13-week exponantial moving averages [EMAz).

Daily: 22- and 13-day EMAS, some include Auteenvelopes centered araund the slewer ENA,
Intraday: zame as above, only 22-bar and 13-bar EMAS,

MACD is 12-26-9 on all charts,




Return to the Top

A Bullish Divergence: a Basic Definition

I the first chart | will show yeuo my favarite examale of a bullish divergence. It has twa great features:
first, it is technically flawless, and second, it was hugely timely. |t gave a major buy signal within a week
of the historic 2008 bear market bottom, auguring in 3 new bull markat, Mot &l patterns are this
perfect, and we will deal with more difficult cazes [ater in this bock. Remember thiz rule: when trying to

find & divergence, first lock at the pattern of an indicator and later at the pattern of prices.

Troding for @ Living offers this definition: A bullish divergence ocours when prices trace a bottom, rally,
and then sink ta a paw lew. At the same time, MACD-Hisbagram traces a diffarent pattern. When it
rallies frarm itz first bottem, that rally lifts it abowve the zera line, ‘Breaking the back of the bear.’ When
pricaz sink to a new low, MACD-Histogram declines to a more shallow bottom, At that point, prices are
loweser, bt the bottom of MACD-Histogram is higher, showing that bears are weaker and the downtrend

iz ready for & reverzal. MACD-Histogram gives a buy signal when it ticks up from its second bothom.”
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Figure 01 DJIA weekly, bullish divergense (chart by TC2000,com)

Im area A the Dow eppeared in a free fall, as Lehman Brothers went bust and waves of zelling hit the
market, The record law & of MACD-H indicated that bears ware axtramaly strang and that the price

bottom A was likely to be retestaed or exceadad,

I area B MACD-H rallled shave ks eanterlineg, ‘breaking the back of the baar.” Natize that the brief prize
rally reached the ‘value zone’ between the two moving averagss. This is a fairly common target for bear
market rallizs, The concept of the valus zane is explained in all of my books, including To Trode or Not

to Trade: 4 Beginner’s Guide.

I area € the Dowr slid to a new bear market law, but MACZD-H traced a much more shallow low. ks

uptick completed a bullish divergence, giving a strang suy signal,

Matlea that breaking of the centerline between two indicator bottoms |2 an abealote muozt for 8 true
diverzence, MACD-Histogram has to cross above the zerc line before sinking 1o its second battom, If

thera is na crossover, then there is no divargenca.

Anather kay peint: MALCD-H gives 3 buy signal when it ticks up frem the second bottom. 1t doss not
hawve to cross above the centering for the second time. The buy signal occurs when MACD=H, =till below

zero, simply stops declining and traces cut a bar that is less negative than its preceding bar.

This divergence signal was reinfarced whan MACD Lines treced 2 bullish petiern betwesn the battoms &
and C, with the second bottom of MACD-Lings mare shallow than the first, Such patterns of MACD Linas
are rarely seen. They indicate that the coming uptrend is likely to be especially strong {but we cannot
call them divergences because there is no zero ling). The rally that began in 2009 lasted almost a year

bafore the first maaningful carrectian,

Let's review another example af a bullish divergance, this one an a daily chart,
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Figure 02 GE daily, bullish divergence (chart by TradeStation).

| began tracking GE after sesing maws reports that Warren Buffett invested in it in Octolber 2008, when
Its prlee was near 518, Inarea A MACD-Histagram fall ta a new law A, marking a new axtreme af
bearish power. Inarea B MACD-H rallied sbove its centerling, ‘breaking the back of the bear.” Motice
that the briaf rally topped out in the value zone betwean the two moving averages. Inarea C GE slid to

a hew bear market low, but MACD-H trazed a much more shallow low. When it ticked up, it complated

# bullish divergence and gave a buy signal. GE rallied for a day, but then raversed and hit 3 stop.

Im area c2 MACD=-Histogram ticked up again, renewing its buy signal. This one worked out perfectly,

with the steck price deubling in the naxt few manths,

Cne of the key differences between amateurs and pros is that when & beginner gsts stopped cut, he
feels disgusted and moves on to another stock, Professionzls, an the cther hand, aften attempt
multizle entries, using fairly tight stops. One big success, such a3 the second purchase of GE, will more

than cover zeveral small loszes.

Matice alsa that there was na bullish pattern of MACD Lines. Those occur infrequently, and many good

trades start out without them.



We lwva in an imperfect world, where even the best signals cocasionally fail. Allwe can deis baten
probabilities and use protective stops. Placing stops is a challenge that deserves its own book. A
general idea is to place your stop in the vicinity of the latest low. Expect to take an occasicnal small hit =
and have the confidence ta act when the signal you are trying to trade repeats itsalf,

Return o the lop

What Is NOT a Bullish Divergence

Readers of my books sccasionally send me charts of potential trades, based on divergences. When |

look at these charts, hewsver, | often see no divergances.

Remember that far a Sullish divergence to occur, we need to see a sequence of twa discreet price
battems, separated by a rally, with the second battem lewer than the first, A simple drift of prices doas
not create a divergence. At the same time, there have to be two bottoms of an indicator, with the
seeond mare shallow than the first, and the two separated by a rally above the 2era line. If any single

ane of thezs conditions s mizzing, there iz no divergence. Let’s review ane such example.

.. {, . 11 l{—“| Tt -

.]_”lll[ e i

W“nn....

|WHU“'“ '||||||||||I|Trr"*“uu AR
it Wb H o " . = ' ._




Flgure 03 GU daily, ne bullizh divergence (chart by TradeStation].

Gushan Enwvironment Energy Ltd (GU) was one of many US-listed Chinese stocks whose prices dropped in
2011, following revelations of maszsive accounting misconduct in thet country. People who remembersd
them as recent high-flyers kept stepping up and buying, hoping for a renewed upswing. Several

imagined that they zaw bullish divergences = do you see cne in this picture?

I area A MACD-Histagrarm fell belew zere, marking & new extreme of bearish pawer far the latest
downmaove, The subsequent bottoms wers meore shallow — but st no ooint did MACD-H cross sbove its
centerling, The bear was getting older and weakar — but the bear was still in chargel Only in area B did
hACD-Histogram cross above zere, signaling that the back of the baar was broken. Now and only now
may we bagin looking for 3 botbom © of this indicator, If that battom turns cut to be mere shallow than

the bottorm A, that will create & bullish divergence, giving & buy signal.

When MACD-Histegram grows mare shallaw during a price slide, ik simply indicates that the davwntrend
is becoming less intense = but it is not & true divergence., Remember that trends have a lot of inertia. As
Peter Lynch aptly put it in hiz back Qee Ue on Wall Steset, "Trying to cateh a bottom iz like trying to
catch a falling knife: vouw invariably grab it in the wreng place,” | want to ses a real bullizh diverzences,
with 3 positive crossover betwaen tha two bottoms bafore | lay my money on a leng trade nearthe
s,

Kesturn Lo the lop

A Bearish Divergence: a Basic Definition

The first chiart in this book featured a striking bullizh divergence at the 2009 stock market bottom. Mow,
for & gimilarhy striking (lluzstreation of & mazsive bearish divergence, let’s roll back the clack and examine

the 2007 bull markst tap,

Bearish divergences occur near market tops, whers they identify dangerous cracks in seemingly happy
uptrends, Trading for o Living affered this definition: "A bearish divergence accurs when prices rise to a
new high, decline, then rise te a higher peak, MACD-Histogram gives the first sign of trouble wihen it

breaks below its zero line during the decline from its first peak. When prices reach a higher high, MACD-



Histagrarm rizes te a rmoch lawer high. |t shows that bullz are weaker, prices are rising simply out of

inertia and are ready to reverza,”
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Flgure 04 DIIA weekly, bearish divergance {chart by TC2000.com].

Remeamber that when tracing & divergence, we first look at the pattern of MACD, falleered by the
pattern of prices. Keep in mind as well that the indicetor has to cross and re-cross its centerline in order

to mark a valid divergenca.

Im area X the Dow rallisd to a new bull market high and MACD-Histogram rallied with it, rising above itz
previaus peak and shawing that bulls were extremely strang. This indleated that the price aeak ¥ was
likely to be retested or exceeded. Inarea ¥, MACD-H fell below its centerling, “breaking the back of the
bull’” Motice that prices punched below their value zone betwesn the two moving averages. Thiz iz a
fairly common target for bull market breaks. |narea 2, the Dow rallied to a new bull market high, bt
the rally of MACD-H was feekls, reflecting the bulls' weakness. s downtick from peak Z completed a

bearish divergence, giving & strong sell signal, auguring in one of the nastiest bear market in decades.



Matics that breaking of the centerine between twa Indleator tops 2 an abzolute must far a troe

divergence, MACD-Histegram has to drog below its zere line befere rising to the second top, Ifthareis

no crassover, then there iz no divergence.

Anathar key peint: MACD-H gives a sell signal when it ticks down from the second top. We da not nead
to wait for it to cross below the centerline again. The z2ll signal occurs when MACD-H, still above zero,

simply stops rising and traces out a bar that s shorter than the preceding bar.

The message of this bearish divergence was reinforced by MACD Lines tracing a bearizh pattarn
between the top:z & and C. The second top of MACD Lines waz mare shallow than the first, confirming
the bearish divergence of MACD-H. Such patierns of MALCD Lines tall us that the coming downtrand is
liksly to ke aspecially strong,

Reslurn Lo D lop

What Is NOT a Bearish Divergence

A true divergence fallows a classical pettern, described above. If a pattern deviates from the norm, it
may be bullish or bearish — but not 3 true divergence. When we aim to trade true divergences, we must
be very clear sbout gur definitions. A good example of what locks like & divergence but inm fact is not can
be seen in the fallewing example, 1§ came wp in a webinar | taught, where several participants asked

whathaer thare was a bearish divargence in the area marked by a red arrow,
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Figure 05 5&F daily, no bearish divergence (chart by TC2000,20m].

The peak of MACD-Histagram which iz marked by a diaganal red arraw was abaut egual in height but
frore massive than peak ¥, An equal or peak of the indicator canfirms the price rally —there 2 na
divergence, A higher peak of MALD-H says that the latest orice peak is likely 1o ke retested or exceedsd,

Remember that for 8 bearish divergence to occur you must see bath of these patterns:

L] A higher price at the second peak with a lewer indicater peak

" A break below the centerline betwaen the two indicatar peaks

And Aow a guedtion far you! (2 there gay divergence in Figure 057 Please seroll us te it and study the

chart above before locking below for an answer...
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Flgure 06 SEF daily, bullizh diverganses [chart by TC2000 0am).

I area & MACD-Histogram fell to a new lowr, confirming the power of bears. It suggested that the price
bottom A was liksly to be retested or sxceeded. |narea B, MACD-H rallied abowve its zero ling, ‘breaking
the back of the baar.' |n area € MACD-H fall balow 2ara, tracad a shallow bettom and then tickad up,
completing & bullish divergence. |1t was confirmed by & bullish pattern of MACD Lines as well as a falsa
downside sreakout of prices in area C, This bullish trifecta preceded a very sprightly rally,

Eeturm to the Top

Reader Exercises

Whenever you examing a chart, begln by focusing on Its left edge, then let your eves glide slowly from

left to right, tracing the develcpmaent of chart patterns, Each stock has a persenality, and knowing vour
sback’s hiskary will halp you make a better dec sian at the right edge. NMMost braders make the mistake of
immediately jumping to the right edge, denying themselves an cpportunity to learn how their stock got

to where it s today,

Each exercise will show you a chart and ask you to make a decision at its right edge. Afterwards click
an the Answer link, and the system will take yvou down Into the answers area. Examilne the chart
illustrating your answer, read any comments, and then click on a Return link te come back to the main

taut.

Da net linger in the Answers area because if you da, you'll 2ee ather eharts, with answers ta ather
guestions, and that will spoll your educetional experience. Remember: just loak up your answer, and

then click to return to the deck, and procesd to the next exercisa,

Fig. Ticker Ouestion ] MO Comrect? Comment

7 AMP abullish divergence?
8 AMZIN abearish divergence?
9 BHBY abearish divergence?
10 Goog abullish divergence?




The current e-boak farmat does nat allaw me to include a table far you toe fill cut. This @why | suggest
vou print out the ferm above and Fill it in by hand, Write down your answer to every question, grade
yaur answer, and jot down any comments you may have ebout each chaoice. RBemember that keeping

good records is a hallmark of a successful trader.

Exercise A = is this a bullish divergence?
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Figure 07 AP daily. Juestion: iz there a bullish divergence at the right edge of the chart?
See AMEP answer

Exercise B —is this a bearish divergence?
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Flgure 08 AMZN daily. Questicn: s there a bearizh divergence at the rght edge of the char?

|
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G0 to AMIN answer

Exercise C — is this a bearish divergence?




Flgure 09 BEEY daily. Question: iz thare a bearich divergence at the right adge of the chart?

Go to BEEY anzwar

Exercise D = is this a bullish divergence?

Flgure 10 GCOG daily. Cuestion: is there a bullish divergence at the right edge of the chart?
Go te GOO0G answer

Return to the Top

Entries, Stops & Profit Targets

You must rermember that the markets can move in conflicting directions in different timsframes. A stock
may be flat on the weekly chart, falling on the daily, but rising en an haurly chart, You rneed o take
rmore than one timeframe into account when planning 1o buy or s=ll because a move in & neighboring

timeframe can impact your trade.



An in-depth dizeozzion of multiole timeframes iz autside the scope of thiz book. My aporaach, called

the Trigle Screen, is described in all of my books, starting with Treding for @ Living, Ina nutshell, when

swing-trading, | make my stretegic decisions to go long, short, or stand aside on the weekly charts;
afterwards | turn to the daily charts for tactical decisions about entries and exits. |n day-trading, | make
my strategic decisions to ga leng, short, or stand aside on a 23-minute chart and finesse my entries and
exits using & five-minute chart. You are welcome o select different timeframes, but the principle is the
sarme: strategic decisians an a long-tern chart and tactical on a shorter-term chart; the ratia af the
perods shauld be abaut flve to ane. Succezsful traders tend ta analyze markets using multiple

timeframes,

Diverzgances produce very powarful signals —so strong in fact that & divergence an a daily chart may
averride the message of a weaekly chart. Eill, vou get the best result whan the twao timeframas are nok
in conflict: for example, 8 newtral weekhy and & bullish daily or & neutral 25-minute chart and & bearish 5-

minute chart,

Whienever you plan a trade, remember to write down three essential numbers: your entry, profit target,
and the protective stop. These three numbers create a realistic framewark for every trade; without
them, it is not 3 trade but merely a gamble, You are allowed to finesse and change these numzers whie
in a trade, with one exception: you may never mova your stop to increasa your risk, You may move it

anly to reduce risk ar pratect 2 bigger slice of your profit.

With these principles in mind, lat's review the Dasic rules far setting entries, profit targets and stops

when trading divergences:

Bullish divergences:

’ Buy when MACD-H ticks up from its second bottom,

] Place your profit target in the vicinity of the upper channel line in the same tmeframe as the
divergence, Keep in mind that divergences tend to give very streng signals, and such targsts are often
excesdad. 5till, the quickest and most reliable gains tend to accur during the initial explosion from the

zacond bottom of MACD-Histogram.



. Place your protective stop in the vicinity of the latest low. You may give vour trade some axtra
rocm by placing thizs stop a few ticks below that lowe, unless the bottom was a 'kangaroo tail” in which

case place your stop about twa thirds of the way down from the top of the tail bar.

Bearish divergences:
] Sall shiort when MACD-Histogram ticks down from its second top.
’ Place your profit target in the vidinity of the lewer channel line in the same timeframe as the

divergence.
' Place your protective stop either with a wide margin abave the latest high ar slightly balow that
high, in which case you must be prepared to re-enter if stopped out. Shorting tops i harder than buying

bottoms because of their higher volatility.

Let's review several examples of entries and exits following bullish and bearish divergences,
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Figure 11 SIRI daily. Entry, stop and target following a bullish divergence [chart by Matastock).
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SIRI declined to a new low im area A, and MACD-Histogram alsc hit a new low, confirming the power of

bears, MACD-H rallied abave its zero line in area B, braaking the back of the bear, and then sank belaw

zere again, That's where an attentive trader would start watching that stock ke a hawk. MACD-

Histogram ticked up from below zero in area C, at a point marked by a slanted green arrow, giving a buy

slgnal.

If vou saw that signal in the evening, after the closs, vou'd have to buy the fallowing day and plaze a

protective stop in the vicinity of the latest low. That low was a "kangaroo tail,” and | usually put my stop

half-way ar twa thirds down the tail, If a bear starts chewing the tail, | de not want to hang arcund wniil



the last bite. A reszonable placemeant of a profit target iz near the apper channel line, Channels ars

described in all of my books, including the mest recent To Trade Or Not to Trode,
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Figure 12 CTXZ daily. Entry, stoo and target following 3 bearish divergenca (chart by StockFinder).

The rally of CTXS in area X was cenfirmed by MACD-Histogram rallving o & new high. This indizater fall
balow rarc in area ¥, Sreaking the back of the bull, It staged a feable rally in area Z, topping out
considerably below the paak X, even though prices marched higher. When the histogram ticked down
fram the second tep, it gave a signal to sell shart (marked with a vertical red arraw). One cauld enter

shart the foellawing day, with & prafit target near the lower channel ling (green arraw).

Thers iz ane majar difference in stap placement at tops and battams. Bottoms tend to be fairly sham
sffairs: whan buying 3 bullish divergence it makes sense to plaze your step fairy close to the Istest low,
Tops, an the cantrary, tend to be much more volatile, We often see false upside breakouts, triggering
tight stops. You have a cheice: either use a wider stop or place a tight stop but be prepared to keep re-

entaring if stapped out prematurely. Let's review the axample of XLNX.



Xilinx Inc

N PR Electronics

Flgure 13 XLNX daily. A bearizsh divergences and a falss upside breakout [chart by StockFinder).

The rally of XLMX was fully confirmed in area X, where MACD-Histogram rallied to a new high, Inarea ¥
he back of the bull was broken when the indicater fell below zero, The stock rallied again in area Z, but
MACD-H raze ba a lawer high. [ts flrst daownatick, marked with a vertical red arrew, completed a bearizh
divergence. Had you gane shart the next day, you'd have ta deal with the price breakeut to a new high
twe days lster, Had vou placed a tight stop, vou'd be taken out just before the bear reasserted taslf and

prices collapsed.

This valatility, so cemman at market tops, forces you to choose betwesn twe metheds of placing stops:
rmake them wide and risk more money or make them tight and bbe prepared to re-enter of vou get
stopped out. How you answer this guesticn depends an your trading style.

Eeturm to the Ton

Additional Points on Divergences

Several questions tend to come up when dealing with divergances:



] Ehould | wait to enter during the next bar or enter intra-bar?

’ Haw ta trade triple divergences?
. What is a ‘'missing right shoulder'?
] How to match divergences with one’s trading styla?

EMTER DURIMNG THE DIVERGENCE BAR OR WAIT FOR THE NEXT BEAR?

This quastion comas up especially often among day-traders. Imagine hovering in front af a live screan:
as prices tick up and dawn on 2 five-minute chart, MACD-Hiztogram keeps chenging directian, cnly to
reverse agaein a few minutes later. Should you wait until the end of that S-minute bar to confirm a

divergence and enter during the next bar — or jump in a3 soon as MACD changes direction?

Entering during the current bar allaws yau ta cagture & better price, but yau run the risk of that ehange
reversing a few moments later, cancelling the signal. ‘Waiting for the next bar provides a more reliakble

signal, but the antry price is likely to ba not quite a5 good.

Your chaoice depends an your risk tolerance.

| uze Triple Screen, and make strategic decisions in & longer timeframe, in this case a 25-minuts chart, |
the 25-minute chart allaws me te go long, and all | need before Buying is an uptick of MACD an a 5-

il fuke ehart, | will @nter as soon as a signal flazhes durlng a bar. If the langer timeframe looks gaad, 'l

enter intra-bar on a shorter timeframe, ctherwisa 'l wait for the next bar,

Lezs eypearienced traders shauld wait for the bar to close. While thiz may reduce your gain, itis a

cleaner signal, As you gain expariance, vou will know when to locsan this ruls,

HOW TO TRADE TRIFLE DIVERGEMCEST

There is no perfect signal in technical analyzis. Even normally reliakle divergences can fail. Frices may

fall te rally following a bullish divergence, but sink Instead, hitting our pretective stap, Whenaver that



happens, | continue ta watch MACD-Hiztogram,; a: lang az it dees nat fall below the level of it first
bottem, | censider a divergence intact and will 3im to buy again when MACD-H ticks up frem its next

bottom.

l'wrote in Trading for a Living: "Occasienally, the second bettom is followed by a third. This is why
traders must uze stops and proper money management. Thers are no certainties in the markets, only
prebabilities. Even a reliable pattern, such as a divergence of MACD-Histogram, may fail accaslonally,
whileh 1z why we must exit IF prices fall belew thelr second Botbam. We must preserve aur trading
capital and re-enter when MACD-Histogram ticks vp from its third betiem, as long as it is higher than

the first.”
Triple bearish divergences occur when prices start falling from a bearish divergence but than turn up
agein. We saw this patbern aon Figure 08. As long as the latest top of MACD-H iz below the criginel first

top, | will shert a dawntick from the latest top —as | didin the trade shown in Fig, 03,

If wou trust vour signals and use good risk management, vou'll have the courags to re-znter.

MISSIMNG RIGHT SHOLULDER

This is & rare versien of a divergense, first described in The Mevw Sall & 35l Shart, It ocours whan the

sacond bap £ of MACD-H fails ta clear tha 2ero line while building a bearish divergence, It often

precedes vicicus declines.
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Figure 14 |5R3G daily. & ‘missing right shoulder’ besrish divergenca [chart by Matastock],

Hers you can 528 how I5RG, a leading medical technelegy company, rallied in area X, MACD-Histagram
rallied to a new peak, while prices blew cut of thair channel. They pulled back ta valus in area ¥ and
rallied again at 2, breaking out to a new high but unable to reach the upper channsl line, MACID-
Histagram “Broke the back of the bBull” in area ¥, but its rally in area I could mot rise above the 2era line,
When it ticked down {marked by a vertical dashed arraw), it complated a bearizh divergenze of a

missing right shoulder type.
The mirrar images of such divergences may ocour at markst bottoms, Beginning traders should not
trade such ‘missing right shoulder’ divergences, Beginners are better off trading classical patterns and

leaving mare unusual patterns for more experienced traders.

DIVERGEMCES AMD YOUR TRADING STYLE



Same of uz like to trade trends otners prefer laoking far reverzals. Same like ta Y"go with the flaw,”

while athers ook for a changs, This is seldem a conscicus cheice, as we tend to follow cur instincts,

Divergences are especially vseful for reverzal traders. Youw can build your entire trading method on
divergences. Just be sure to have risk managemert down cald. Reversal trading is a fascinating but risky

business, Be sure to use protective stops,

Trend traders can also benefit from divergences. Remeamber that divergences are among the strongest
signals in technical analysis. If you recognize a bullish divergence ona weekly chart, you should have
greater confidence to ride the uptrend on the daily chart. You can see a good example of this in Figure
01 at the start of this book, Additionslly, the apoearance of 3 divergence against 3 position is a sign to

auit or at the very least to tighten vour stop,

Any trading methad is enly as geod as the person who uses it, Bacome aware of your style and build
vaur methed araund it, To guote Shakespeare's Hamlet, Ta thine awn self be brue.’

Eeturn 1o the Top

Divergences in Other Indicators

Al charts wa've reviewed 5o far featured MACD-Histogram, but divergences accur in many cther
indicaters, The only requiremant is that those indicators must oscillate arcund a 2era line, This is why
MMACD-Histogram can have a divergence while MACD Line: cannot = because MACD Lines do not

azzillate araund a 2era line.

In order for a classic divergence to emearge, an indicator has to cross its zera line between the two
bottoms or tops. IFthere i2 no crazzaver, there iz no dwvergence. This iz why we called the patterns of
MACD Lines in Figurss L and 74 bullish, but we could net call them divergences — MACD Lines have no
tere line, Meither could we call the patterns of MACD Lines in Figures 4 and 2B bearish divergences.
Since the construction of PMACD Lines does not include a zero ling, it cannot have a bullizh or a bearish

divergence, It may have a bullish or a bearish pattern to be sure, but net a classical divergence.



Barauze of thiz rule, the concapt of a bullish ar a bearizh divergance cannat be applied ta many popular
indicaters, sush as B3l or 3tochastic, Sure encugh, there are instances when higher orices are
accompanied by a series of lower tops in RS or Stochastic, indicating a weakening trend. You may well
pay gttenticn to such developments and use them inyour trading = but you cannot call them

divergences.

Far a bullish d vergence ta accur, there have bwo indicatar bottems with a bullish upswing across the
zere line between them. Far a bearish divergence, an (ndizatar must have twa upswings, and betweasn
them a break below the centerline, Thisis why we can apoly the concept of a divergance cnly to theose

indicatoers that oscillate around a zero line.

Let us maintain the clarity of cur concepts, The market is muddled snough as it is, and we musk think
clearly and be disciplined in order to be successful. There is no room for fuzzy definitions in market

analysis,

Te apply the concept of divergences to other indicators, let's review two examples, One of them is the

Farce lndew and the ather iz the Mew High — New Law Index, since bath are built te cscillate areund a

zare lina,

Farce Indew iz dazcribed in all of my boaks, starting with its first public intraduction in Troding for o
Living, | sensider it the best teol far tracking volume in the markets. Volume serves as the essential

wngine of price trands, and Force Index tracks its changes much mare clearly than any velume chart,

Waearking with Farce Index, | mevear use its raw value: but srmaath it with a maving average. | use a 2-day
Ernda for catehing very shart-berm trends and a 13-day EMA for Iintermediate trends, such as the anes

shown abave. Divergences inthe 13-bar EMA of Forca Index sre espacially valuakle,
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Flgure 15 A&RL daily with a 13-day EMA of Farce Index with bBullish and bearish divergences [chart by
MataStack],

Im area & Apple Computer (AAFPL) fell toa new low and Farce Index grinded down to a new low as well,
confirming the paveer of bears, Prices drogped even lower, but the Force Index trended higher, crassing
ahowe its zera ling in area B, 'oreaking the back of the bear.” Prices dropped ta & new low in area C, but
Force Index traced cut a much mers shallew low, completing 3 bullish divergence, It gave a buy signal

by crossing abowve the 2era line, and then AAPFL was off to the races.

Force Index reached a new high in area X, drepped below zeroin area ¥, breaking the back of the bull,
then rallied again in area £, where a bearizsh divergence cccurred. Theat signal was reinforced by a falze

upside breakowut, and that combination preceded a sharp downmave,

Anaother important indicator that oscillates around its zero line is the New High = Mew Low Index

[MHML). | consider it tme best leading Indicator of the steck market, There I a chapter dedicated ta it in



Troding for o Livieg and | am carrently working on an e-book abaut MHML tagether with Kerry Lewvvarn,

my friend and partnerin 3zikeTrads,
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Flgure 16 S&P500 weekhy with aweskly MHMNL. A bearish and & bullish divergence (chart by

Tradettation).

Im March 2011 the stock markst rallied to its new post-200% peak, MHML confirmed the power of bulls
by rising to a new high in area X, telling us to expect even higher prices ahead. When prices dropped
into their value zane, MHNL briefly dipped below zara in area ¥, ‘breaking the back of the bull,” Whan
the skack market rallied k2 a new bull market high in May in area Z, NHNL traced out a much lower peak,

completing & bearish divergence and giving & s=ll signal.



After the markst had 3 nasty decline, mass bullishness svaporated and the puklic was gripped by
bearishness. That's when MHML treced out & bullish divergence A-B-C, telling sawwy traders not to panic

and get positicned for a rally. The value of NHML is 5o great that we publish nightly updates and
commaents en this indicator at werw spiketrade.com

We can find examples of divergences in many ather indicaters — as long as they include a zere line, Just

remmeamber these seguences:

Far a bulllsh divergence [bullizh divergences occur &t market bottoms):

] Prices fall to a new low, attempt to rally, but then drap to a new low

. An indicator falls ta a new low, rallias above zerg, than falls again, but to a more shallow low,

and the ticks up

For a bearish divergence |bearish divergences occur at market peaks):

" Pricas rally to 3 paak, decline, than rally to & higher peak

] An indicator rallies to a peak, drops below zerg, then rallies to a lewer peak, and then ticks down

Keeping these rules in mind will helpyou find powerful bullish and earizh divergences in many marksts,
using many indicators,

Eeturm to the Top

Divergences in Multiple Timeframes

While writing the first draft of this chapter, | wes keeping an eye on the quote screen where my day-
trade was going on, driven by bearish divergences, Thay occur on intraday charts much mare eften than
an the dailies, The maves are not as large as on the dailies, but the oppartunities are much more

frequent.



Keep inmind that the extent of any price maove iz in direct proportion ta its timeframe. Far sxample,

lzoking at the S&FPS0D and its trading vehizle, the e-mini futures, 3 divergence on the weekly chart may
lead toa move of over 8 hundred points, a divergence on a daily chart may precede & mowve of 3 couple
of dozen points, while a divergence on a five-minute chart may resultina mowve of only a few points. A
divergence on a weekly chart of a stock tends to accur ence every faw vears, while an the daily chart it

rmay occur a few times per year, but on intraday charts you can catch one several times a week.

Yeu must rememBber that markets rmewe at the zame time (n multiole timeframes. | keep running inta
day-traders who keep staring at a five- or ten-minute chart to the exclusion of everything elsa.
Inwariakly, they get sideswiped by moves that erupt fram zslightly longer timeframes. A serious day-
trader must follow the princiolas of Triple Screen. With this cavest, let's raview several examp/es of

divargances on intraday charts,
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Flgure 17 5&F e-mini futures, S-minutes with MACD-Histogram and MACD Lines. A bearish divergencs

[chart by TradeStation).

58P ralliad into top X, retreated, they rallied to a higher high in area Z. MACD-Histogram traced a

mazsive top X, and then brokes the back of the bull in area ¥, by falling below its zera line, 1t then rallizd



te & much lovwer top . When MACDO-H ticked down, it complated a bearizh divergence and shoved

prizes down inta 3 steepening decline,

An intraday chart behaves just like & daily chart, Onoe you learn to trade divergences, vou'll be able to
trade them in any timeframe. Just remembaer that day-trading gives you ne time o think — your actions

rmust be nearly automatic. This make day-trading not suitable for beginners.
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Figure 18 BIDW 3-minutes with MACD-Histogram and MACD Lines, Bearish and bullish divergences

[chart by TradeStatian).

At the time | write this, Baidu, Inc, (BIDV] iz one of the favorite stocks among day-traders, s wide
swings pravide many opportunities for nimble aperators. Im this example, BIDU rallied to a new peak,
creating a bearish divergence X-¥-Z shortly before the close (a vertical grey lina], The next day it slid
down from the cpening bell, carving out a bettom befare noon in area &, with the new low of MACD-
Histogram confirming the power of bears. BIDU went flat arcund lunchtime, with MACD-Histogram
rising above zera in area B, breaking the baczk of the bear. The stock broke to a new low in area € - but
MACD-Histogram refused to confirm that decline. Marksts run on a two-party system — whan bears

become weak, it is time to bet on the bulls, This bullish divergence gave a buy signal just before an



explozive upmowe. Profits could be taken near the upper chanael line. They abealuteby should be taken

when arices stall above their upper channal lins,

This chart has several other important features. Motice a bullish pattern of MACZD Lines in area C and of
course the false downside breakout at bottom C. A false breakout cccurs whan pricas break balow

support but cannot follow through and rally above the line of support, giving a buy signal.

We cauld have filled hundreds pages with examples of bullish and bearizh divergences on Intraday
charts — howrly, half-howurly, 10-minute, S-minutes, you nams it. Perhaps you can do that in your own
trading diary. Just keep in mind that the conceat of divergences applies to all timeframes.

lirsbuarm Lo e To

Scanning for Divergences

Facing & huge universe of stocks, zome traders feel tempted to create an sautomated scan and use itto
look for dvergences. The preblem s that while divergences tend to l2ap atyou when you look at a

chiart, they are surarizsingly difficult to pick up via & scan.

Several expert programmers have told me that writing 2 divergence scan was their hardest challengs.
Mane af them has achieved results that were antirely satisfactery, All automatic scans 've seen had
massive numbaers of false positives and negatives. False negatives miss perfectly good divergences,
while falze positives flag charts that have no divergences, Together they lead to 3 coloszal wasts of time

and mizsed opportunities.

| have mot yet figurad out what causes this problem. A divergence pattern aasily seen oy an experianced

trader becomes extramely hard to cateh with 2n autematic scan,
Eill, it is wvary tempting to create a stan that would race through a universe of stocks — say all stocks in
the S&P500 = and flag those with bullish or bearish divergences. Keepin mind that a scan should

eliminate low velume stocks as well as very cheap stocks, For axample

] amilt stecks that trade fewer than a millian ar at least kalf a million shares & day



. do not look for bullish divergences in stocks cheaper than 53

’ de not leok for bearish divergences in stocks cheaper than 310

It pays to eliminate lew-valume stocks from a scan because low valume reflects low public participation.
This undermines the entire principle of technical analysis — reading mass psychology of the markets, If
the valume is low, there is not enough to read. Low-priced stock can experience huge volatility. This is
great when it goes your way but can be bone-crushing when it swings against you = | tend to avoid this
risk.

[Erbiare Ty dhae Tom

The Next Step: MACD Semi-automatic

Im the process of writing this book, | found a mew solution to the challenge of scanning for divergences
[ere of the reazans | teach and write (2 that it challesges me ta axpand rmy mind). | am currently tasting

this methed, which | named “MACD Semi-automatic.”

Az we have seen, & bullish divergence consists of two bottoms, A and C, with 2 top B betwsen tham.
This scan detects when the bottem & and top B have been traced and the bottom T just begins to form.
At that goint the automatic made ends and the manual begins, | now becomes a trader’s jok to identify

the bottom C and trade it.

A scan for bullish divergences parforms the following steps, in thiz sequence:

1 MACD-Histagram drops to the lowest low of LOO bars (you may change this number]. This
identifies bottom & of the potential &-B-C bullizh divergence.

Z, MACD-Histogram crosses above the zero line, ‘bresking the back of the bear,” This identifias top
B of a potential bullish divergence pattern.

3. With the stock hitting new 100-day lows, MACD-Histagram crosses balaw its zare line again—
and at this point the scan flags the stock. Mow it is the time ta switch from using a computer to relying
on your eyes, a5 you hunt for the potential bettom C, completing the bullish divergence and giving a buy

slgmal,
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Flgure 19 ALLT daily with MACD-Histogram and MACD Lines. MACD Semi-automatic alerts (chart by

TC2o00).

Bullizh and bearish patterns here tend to mirror one another, In area & both the Allett Communications
[ALLT] and MACD-Histagram fall to a new low. The stock warks its way down even lower, while MACD-H
remains Below zera, tracing out 3 orosd bettem. & rally in area B breaks the back of the bear. When

the indicator sinks below zero following the top B, the semi-automatic scan flags this trading vehicle, At

thiz paint a trader can start following it viswally on & deiby basiz.

Im area X, the stock and the indicator both rally to a new peak. The stock continues even higher, whils
the indicator traces a broad top. MACD-H cracks inarea ¥, breaking the back of the bull. Whan MACD-
Hiztagrarm rallles above (e zere line again, the semil-autematie 2can flags the stack az a patential shart I»

the near futura, [is time to begin watching it on a daily basis, ready to trade 3 mare severe price bresk,

A zzan for bearlsh divergences helos catch markst tops. & bearizsh divergence consists of twe tops, X

and Z, with a braak ¥ between them, This scan detects when the top X and bottom ¥ have been traced



and the tep £ begin:g ta farm. At that paint the autamatic mede ends and the manoal bagine 1t aow

becomes 3 trader's job to identify the top Z and trade it. These ars the steqps:

1. MACD-Histagrarm rises to the highsst high of 100 bars (you may change thizs number]. This

identifies top X of a petential bearish divergence pattern,

2. MACD-Histogram crosses below itz zera line. This identifies bottom Y, 'breaking the back of the
bull’
3. With the steck rizing to new 100-day highs, MACD-Histagram crosses abave its zero line — at this

point the scanner flags the stock, Meow is the time to switch from using the computer to using your eves,

hunting for the potential top Z.
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Flgure 20 HPO daily with MALD Semi-automatic (chart by TradeStation).

Imzomes 1 and 3, potential bearish divergences are signaled by red dots as the top 2 is starting to
emerge. When the scan detects a higher price peak accompanied by & lower MACD-Histogram, it starts
putting red dots above the plet, warning of the possibility of a bearish divergence. In zone 2 this scan
warns of an approaching bullish divargence by flasting a grean dot whan prices sink to a new low C,

while MACD-H_ while falling, is stil' abowe itz battom A,



Thiz zamiautamatic sean iz 8 work in progresz. | continue tawark on this project and began using itin
my trading, | will updste my findings in the next editicn of this e-bock, which will e sent as 3 courtasy
to all readers whase e-mails we have.

leesturm Lo D Lo

Conclusion

Bullizh and bearish divergences are amang the mest powerful trading signals, Use these sharp tools

carefully, keeping in mind several principles and rules:

1. & bullish divergence consists of twa price bottoms separated by a rally, with the second bottom
lowrer than the first, At the same time an indicator traces a similar pattern, crossing above the zero line
batwean two battoms, anly its second bottom is higher than the first,

2. A bearish divergence cansists af bwe price tops separated by a break, with the secand bap highar
than the first. Atthe same time an indicator traces a similar pattern, breaking below its zero line
between two tops, and it 2econd top iz lawer than the first,

3. Bullizh 25 well as bearish divergences fallow well-defined patternz. If you ses a pattern that
deviatas from the norm, the safest thing to do is to skip that steck and meove on to ancther ane. Do not
bend the rulez and force yourself to trade. The markets provide a wealth of oppartunities and private
traders have the lwxury of freedom as we wait for a clear signal to emerge. &n insttutional trader must
trade every day, but as a private trader yvou have ane advantage — to trade anly when averything lines
up right. Do not throw away this advantages,

4. Remember that markets llve in multiple tmeframes, IFyau see a bullish divergence en a dally
chiart, it iz impartant ta know what the weekly s doing. It's gaod if it 1s hitting suppart, reflnforcing the
bullish case. If. on the other hand, it is falling like a knifs, one must be doubly cautious trading a bullish

divergence on the daily chart — skip it or trade 2 smaller zize.

Thank yau far having jeined me on this journey inta a fascinating and rewarding area of technical

analysiz. Do yvour homework, keep good records, and apply risk management rules to became a winner,

Bast wishes for succeszful trading,



Dr. Alexander Elder

Maw York Ciky
January 2012
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Thanks

| feel grateful to & group of loval friends who kindly contributed te this beok. In drawing my charts
relied on technical tools implemented by a brillient programmer named John Bruns, Since graduating
fram my Traders' Camp years ago, he has developad & set of Elder-disks which implement rmy tools intc

saveral popular charting programs. All charts in this e-book were drawn wsing Elder-disks,

Jaff Parker, a distinguished member of SpikeTrade, gave the manuscript a sericus reading and made
several suggestions and earrections. Kelly Clerment af Eguis.com drew several charks using MetaStack,
while Patricia Liu drew several charts uzing StockFinder. Karry Lovworn helped with the jacked design.

Carol Keegan Kayne perfarmed the fingl copy-2dit — no book (s complete without her signing off on it

My great thanks to all of you.
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Answers to Questions (The Engine Room)

Read the answer to your question and return to Reader Exercises. Do not read other answers|

Exercise & — AMP Answer
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Figure 07a &MP daily, Answer: 3 bullish divergence signals 3 rally (chart by TradeStation).

When prices dropped inarea & the new low of MACD-Histogram confirmed the downtrend.
Arally in area B lifted MACD-H above its 2era line, ‘breaking the back of the bear,” That’s whera a
sarious trader should begin clozely watching his steck, to see whether a bullish divergence will form.

Matice that in area B prices have rallied slightly abave their valoe zane, shewing that bulls were getting



stronger. Prices fall to & new low n area C, but MACZD-H traced aut 2 much mare shallaw law. It
completed a bullish divergencs and gave a buy signal when it ticked up from that bettem. Motice twe
additional bullizh signals inarsa C - a bullizh pattern of MACD Lines and a ‘tangaroo tail” —a price bar
thet pratruded down from a tight weave of prices. [t showed that AMP tested lower prices but rejected
tham,

Return to AMP guestion

Exercise B — answer AMZIN
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Figure 08a AMZN daily, Answer: 3 bearizh divergence calls for a decline (chart by Trade5tation),

I &pril 2010 | flew for a long weekend in the Caribbean. | wasn't paying much attenticn to the markst
during that trip, but on Friday morning, while reading my emails under 3 poolzide umbrella | received a
rmessage from Kerry Lovwarn, my friend and partrer in SpikeTrade. He zent me a chart of AMZMN with a
faw arrows and s question mark. & bearizh divergence X -7, — Z. laapt st me frem the chart. | had

missad pravious divergences in AMZN, but | was nat going to miss this ene! | immediately shorted this

stock, placing & stop near its recent peak, then clased my laptop and tock my wife for a walk on the



beach. The trade was prafitable from day one. | cazshed cut the fallowing week, when prices appeared

to stall below their value zons,

| had not taken full adventage of that decling, but the power word in trading is 'Encugh.’ | got encugh

and was happy with it,

Let us skay with this chart for a little lenger, You can see a deep bottem A, where MACD-H marked tha
palnt of the maximum power af the baars, At polnt B the back of the bear was braken. Maw, at the
right edge of the chart, you should be watching AMZIM with your index finger on the trizzer, Az sconas

MACD-H, currenthy belaw 2ero, ticks up, it complete a bullish divergence and give a buy signal.

Hocks have persenalities and their patterns tend to repeat. Some stocks tend to have divergences
aften, others rarely or never. AMZN likesz having divergences, and another striking bearizh divergence is
marked on the chart B3, below, Examine it, moving slowly from laft te right — and see whather you can

find ene mare, unmarked bearish divergence.
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Figure 08b AMZN daily follow-up, Two meore bearizh divergences in 2011,

The divergence ¥-¥-Z was accampanied by a falze upzide breakout.



Himt: the unmarked bearizh divergence iz near the laft edge of the chart.

Return to AMIN guestion

Exercise C — answer BEBY

Figure 09a BEEY daily (shart by TC2000.com).

Answar: the secand peak of MACD-H is higher thar the previous cne, meaning there is no Dearish

divergence,

BEEY Iz rising, and the peak of MACD-Histagram near the right edge (2 higher than itz previous peakin
the middle of the chart. In area X MACD-Histogram rallied above zero, confirming price rally, Inarea ¥
MMACD-H fall below zero, breaking the back of the bull, K rallied near the right edgs of the 'Question’
chart [marked here by a vertical line) and appearad to stall. Motice that the latest peak of MACD-H was
higher than peak X — meaning there was ne divergence. Fora valid bearish divergence to coour, the
second peak of the indicator must be lower than the first

Return to BEEY question




Exercise O — answer GOOG

Flgure 10a GOOG daily (ehart oy TC2000 cem)].

Anzwer: the second battom of MACD-H is lower than the previous ane, meaning no bullish divergence.

I area A MACD-Histogram fall o 3 new low, confirming the decline. In area B it rallied above zerg,
breaking the back of the bear. Mear the right edge of the ‘Question’ chart imarked hare by & vertical
ling) PAACE-H fell ta a lower low — and that meant there was no bullish divergence, For a valid bullish

divergence ba accur, the secand battem of MACD-H must be shallawer than the first,

Atrader whe bought near the right edge of the Question chart could have avolded a loss ar even taken a
bit of profit by gquickly moving his ar her protective stop slightly abowve the breakeven level. But this sot
of fancy dancing is 3 hard game. Professional traders do nat lock for challenges in the markets —we
look for more reliable setups. Markets are harsh and unforgiving, and it iz zafer to wait until a clear

signal emarges on your scraen,



P52 wateh GO0G like & hawk at the rignt edge af the sereen. MACD-Hiztogram fell toa naw lowr A;, then
rallied to a top B, breaking the back of the bear. klingered above zere for several weeks before sinking
near the right edge of the chert. I itticks up from a more shallow level than A;, itwill create a bullish
divergence and give & buy signal.

R r [C=1a!



