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One of the techniques that traders use in technical analysis to assess potential trend weakening and

identify key price levels is divergence.

Proper use of this method requires an accurate understanding of price structures, their interaction

with technical indicators, and adherence to rules developed over time by professional traders.
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Keynotes for divergence trading in technical analysis
What Is Divergence?

Divergence in trading occurs when the direction of price movement contradicts the direction of a

technical indicator such as MACD, RSI, Stochastic, etc.
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When prices formn new highs or lows but the indicator fails to confirm the move, a divergence is said

to occur.

This situation signals a potential weakness in the current trend and could warn of a reversal or pause.

Divergence is useful across most markets, particularly in Forex Market.

Key Rules for Trading with Divergence

Here are 10 essential rules for successful divergence trading:

+ Specific price structures must be present;

+ Connect consecutive highs or lows;

4+ Focus on highs or lows—not both simultaneously;

+ Match points on the indicator;

+ Align comparison points between price and indicator;
4+ Maintain vertical alignment of price and indicator;

+ Difference in slope between price and indicator;

+ Avoid entering late after price reaction;

+ Use higher timeframes for better accuracy;

+ Confirm divergence with additional technical tools.

1. Specific Price Structures Must Be Present

Before analyzing divergence, ensure the price has formed one of the following:

+ Higher High
+ Lower Low
4+ Double Top

+ Double Bottom

Without these structures, divergence analysis lacks validity. It also tends to be ineffective in range-

bound (non-trending) markets.
2. Connect Consecutive Highs or Lows

Once a valid price structure is found, draw a trendline between two major consecutive highs or lows.

Minor fluctuations between them should be ignored.

Euro / U.S. Dollar - 1h - OANDA O1.05766 H1.05808 L1.09542 C1.09547 ~0.00220 (-0.20%)
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Connecting tops and Bottoms in Key Divergence Trading rules
3. Focus on Highs or Lows—Not Both Simultaneously

In divergence analysis, either connect highs only or lows only to compare with the indicator. Mixing

the two in one analysis often leads to errors.

4, Match Points on the Indicator

When comparing price with an indicator, choose the same type of points (highs or lows) on the

indicator as in the price. For multi-line indicators like MACD, focus on the Main Line or Signal Line.

Euro /1.5, Dollr - 4n - NDA O1.09761 H1.09920 L1.03458. C1.09498 ~0.00264 (-0.1%)
Trading Finder

“Jh*“ﬂ»m‘.aﬂ“" rh‘ L

| b, i X M :"“"“
Jf'ﬁﬂ.ﬂhﬂ] {' “ ‘I “‘q] MWHJ’LJM lk‘ll\ jl“JL

‘ H

‘ {M"’*"*’I W 'M
i“"whl"r‘l r"“‘ M“_

l, ~.q
wml" 1.07%0
‘u,-“'

WL -

HACD (12, 26, close) 0.00168 0.00285

Highs and lows in the indicator
00000

N = /@
T (N H/ﬁ R T— ) N o \nw” e ml\”” u)ﬂ\ mum B ml LT T [— Ny )
ml }‘ “L l\W{/ N “ I Wy o) \\‘\/M{\ur i

3\ /
Matching indicator points in the 10 essential divergence trading rules

5. Alignh Comparison Points Between Price and Indicator

If you're connecting two price highs, the corresponding two indicator highs must also be connected.

This principle also applies to lows. Mismatched points will lead to incorrect analysis.

CFDS on Gold (USS /0 - - TVE 03,013,310 H3,013.856 L3,001.595 C3,002.720 =5.550 (0.32%)
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Synchronizing comparison points of divergence trading in technical analysis
6. Maintain Vertical Alignment of Price and Indicator

The selected points on price and indicator must align in time. That is, a high (or low) on the price chart
must correspond to the same timestamp on the indicator. Disregarding this invalidates the

divergence signal.
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P4 on Gold (USS /02) - Th - TVC 03,002.476 H3, 003476 L3,003.476 C3,003.476 0,039 (-0.00%)
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Vertical alignment between price and indicator in key divergence rules

7. Difference in Slope Between Price and Indicator

Divergence is considered valid only when the slope of the trendline on the price chart is different from
the slope of the trendline on the indicator. The slope can be upward, downward, or flat. Identical

slopes indicate no divergence.

CFDx on Gold (USS 1 02) - Th - TVE 03,003,476 H3,004.375 L3,001.065 €3,002.000 ~1.515 (-0.05%)
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Line slope difference between price and indicator in divergence rules

8. Avoid Entering Late After Price Reaction

If divergence is identified after the price has already moved, it's often too late to act. Avoid entering

trades once the move has begun—wait for a new setup.

9. Use Higher Timeframes for Better Accuracy

Divergences on higher timeframes (e.g., H1 and above) offer greater accuracy. Although lower

timeframes may show more divergences, many of them are false signals.

10. Confirm Divergence with Additional Technical Tools

Divergence should not be used in isolation. For higher accuracy, confirm it using tools like candlestick

reversal patterns, support and resistance, volume, or moving averages.
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Conclusion

Following the essential rules of divergence trading increases the chances of finding valid signals and
identifying optimal entry points. Using supporting tools like volume, support/resistance levels, or

candlestick patterns enhances the reliability of divergence setups.

FAQs

Are divergences usable in all financial markets? v

Yes. Divergence is applicable to all markets, where technical analysis is valid—including stocks, forex,

FHRIR iR SPIMPS Sies 7o iShqiRY Vid iy Ras, volatility are sufficient. v
Indicators such as MACD, RSI, Stochastic, and CCI are most commonly used for divergence analysis
MSSOLRRL BRI ERET I E R GRS “
Timeframes of 1 hour and above (H1, H4, Daily) generally produce more accurate signals. Lower
WRSHE Thee e GeRT e gt AL PR iJIGBA Givergence? v
The key differences are:

Is R Hivergenes S90R b Rls T ipLygnd reversal, >

Hidden divergence suggests the continuation of the current trend;

Nediyvans validets Aivieses dgralny 0 hsitpelrdikg sHRRORt/resistance, candlestick
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Divergence can highlight weakening trends and help adjust stop-loss levels or signal exit points for
Q\Vﬁyé@éjseéivergence sometimes fail? v

Absence of valid price structure
Wrong selection of high/low points
Use of unstable timeframes
Incomplete indicator analysis
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