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The stochastic indicator analyzes price momentum by examining price movements over
a specific time period. This stochastic oscillator is a momentum-based indicator used in

technical analysis.

When it is combined with other tools like the Relative Strength Index (RSI) or the Moving
Average Convergence Divergence (MACD), it enhances the success rate of trading

strategies.
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) Stochastic Indicator

The stochastic indicator is a momentume-based price analysis tool

What Is the Stochastic Indicator?

The stochastic indicator identifies price momentum by analyzing past market data such

as closing prices and price range within a specific period (typically 14 days).

This indicator displays the data in a range between 0 and 100. If it moves above the 80
level, it indicates overbought conditions. If it moves below the 20 level, it indicates

oversold conditions.

Pros and Cons of the Stochastic Indicator

The stochastic indicator is highly sensitive and generates relatively more signals than

other momentum indicators.

However, these signals alone are not sufficient for entering a trade and should be used in

conjunction with other technical analysis concepts such as classical chart patterns.

Pros Cons

High sensitivity and frequent
Relatively high number of false signals
signals
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Simple signal structure

Delay in signal issuance

Applicable to all financial markets

Requires complementary confirmations

Easy and quick to learn

Needs setting adjustments in different

conditions

Components of the Stochastic Indicator

This indicator consists of two lines: %K and %D. The crossover of these two lines is

considered a signal for identifying the next possible price move.

4+ %K Line: Calculates the ratio of the current price to the highest and lowest prices over
a defined period;

4+ %D Line: A simple moving average (SMA) of the %K line, which helps filter out noise
in the indicator.

K%

Trading Finder

The stochastic indicator consists of a fast line and a slow line

How the Stochastic Oscillator Works?
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The stochastic indicator uses two lines fast (%K) and slow (%D) to reflect price

momentum.

When the fast line (%K) crosses below the slow line (%D), it generates a sell signal. When

the fast line crosses above the slow line from below, it generates a buy signal.

Source Your BOM in Seconds

lines:

+ If the indicator lines enter the area above 80, it signals overbought, which may lead to
HNO)

a downward trend reversal;

4 If the lines drop below 20, it indicates oversold conditions and the possibility of a

bullish reversal.

Stochastic Indicator Formula

In its default settings, the stochastic indicator formula is calculated based on:

4+ C = Current closing price
4+ H14 = Highest price over the last 14 periods

4+ L14 = Lowest price over the last 14 periods

Formula:

C - L4

K =100 X ———
H4 - L4
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Identifying Divergence Using the Stochastic Indicator

The stochastic oscillator can identify both regular divergence and hidden divergence.

Regular Divergence in the Stochastic Indicator

Regular divergence helps detect changes in trend direction, whether bullish or bearish.

In uptrends, traders examine highs; in downtrends, they assess lows:

4+ In an uptrend, if the stochastic forms lower highs (LH) while the price chart shows
higher highs (HH), a bearish regular divergence is forming;
4+ In a downtrend, if the stochastic forms higher lows (HL) while the price shows lower

lows (LL), a bullish regular divergence is present.
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Divergence between price chart highs and stochastic peaks indicates trend reversal
Hidden Divergence in the Stochastic Indicator

In hidden divergence, the likelihood of the continuation of the existing trend is

analyzed. If confirmed, the price trend is expected to persist.

4+ In an uptrend, if the price forms higher lows but the stochastic shows lower lows, a
bullish hidden divergence is confirmed,;
4+ In a downtrend, if the price forms lower highs while the stochastic displays higher

highs, a bearish hidden divergence is formed.
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Trading Strategy Using the Stochastic Oscillator and

Candlestick Patterns

This trading strategy combines the stochastic indicator with candlestick patterns,

filtering signals to improve accuracy and success rate.

#1 Stochastic Lines Enter the Extreme Zone

The first step is for the stochastic lines to enter the overbought or oversold areas:

+ If the lines enter the overbought area, Look for a sell opportunity;
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4 If lines enter the oversold area, Look for a buy opportunity.
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#2 Formation of Candlestick Pattern

Once the price enters an extreme zone, a candlestick reversal pattern such as the

Hammer should form on the price chart and be confirmed by the next candle.

Note: Entering a trade before the confirmation candle may reduce the success rate of

this strategy.
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#3 Trade Entry

After the confirmation of the reversal candlestick pattern by the next candle, a trade

signal is generated in the direction of the candlestick confirmation.

4+ The stop-loss order should be placed above the reversal candlestick (in case of a sell
trade) or below it (in case of a buy trade);

4+ The take-profit level should be placed at the next key level, such as a support or

resistance area.
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Combining the Stochastic Oscillator with Other

Technical Indicators

The stochastic indicator is highly compatible with other technical tools. Combining this
stochastic oscillator with indicators like the Moving Average (MA), Relative Strength

Index (RSI), or MACD can improve the effectiveness of your trading analysis.

Stochastic Indicator + Moving Average (MA)

A long-period moving average (e.g., 200-period) can act as dynamic support or

resistance.
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When the stochastic indicator issues a bullish signal and the price is positioned above

the moving average, the signal becomes more reliable.

Stochastic Indicator + Relative Strength Index (RSI)

Using the RSI alongside the stochastic oscillator helps traders enter positions faster with

more confirmation.

For instance, if a divergence appears on the stochastic but the lines haven't yet reached

overbought or oversold zones, traders can consult the RSI for confirmation.

Expert Evidence

Experts in Investment Management. Discover How We Can Help You!

expert-evidence.com ( >

Stochastic Indicator + MACD

When divergences appear on both the stochastic indicator and the MACD histogram,

traders can use this to filter out false signals more effectively.

For example, if a divergence is identified on the stochastic oscillator but is not confirmed
on the MACD histogram, the validity of the stochastic signal is reduced therefore, that

signal should be ignored or treated with caution.
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Conclusion

The stochastic oscillator is a momentum-based indicator that compares the current

closing price to the high and low prices over a specified period (typically 14 days).

It consists of two lines, %K and %D, that oscillate between 0 and 100. The levels above 80

indicate overbought conditions, and the levels below 20 indicate oversold conditions.

The indicator can be combined with candlestick patterns, as well as other technical
indicators like RSI, MACD, and Moving Averages, to improve signal confirmation and

increase the success rate of trading strategies.

VL Stochastic Indicator PDF

Click to download Stochastic Indicator PDF

FAQs

What is the stochastic indicator? v
The stochastic indicator uses historical market data to measure price momentum
WR%‘Pa%@H@%é’%%Onges represent in this indicator? v
These lines indicate overbought (above 80) and oversold (below 20) zones on the
Bgé% Ogss (gcszi%?é‘c%%ﬂ%lll‘cator produce false signals? v
Yes, like all other technical indicators, the stochastic oscillator can generate false
8%@%% stochastic indicator detect hidden divergence? v

Yes, By identifying mismatches between the highs and lows on the price chart and the

8‘%%'%%8 rSttcbcen'ansq}EE}F\o iggporrer\)/gaclohr"n OI%Q WHIF 5t5&r technical analysis tools? v
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Yes, It is highly compatible with other concepts in technical analysis such as
candlestick patterns.

Can the stochastic indicator be used with other indicators? v

Yes, Combining it with tools like RSI and Moving Averages helps filter out false signals.

Is using the stochastic indicator alone sufficient for trading? v

No, Using it without complementary confirmations may reduce the success rate of
your trades.

What past market data is used for stochastic oscillator calculations? v

The indicator calculates its values based on the closing price, the highest price, and the
lowest price over a defined period.

Is the stochastic indicator applicable to all financial markets? v

Yes, It can be used in various markets including Forex, cryptocurrency, and stocks.

\What twnac nf tradinAa ctrateniac ic thea ctnrhactic indicatar criitahle far? N

Table Of Content X

What Is the Stochastic Indicator?

Pros and Cons of the Stochastic Indicator

Components of the Stochastic Indicator

How the Stochastic Oscillator Works?

Stochastic Indicator Formula

Identifying Divergence Using the Stochastic Indicator %
Trading Strategy Using the Stochastic Oscillator and Candlestick Patterns v

#1 Stochastic Lines Enter the Extreme Zone

https://tradingfinder.com/education/forex/stochastic-indicator/ 11/15



8/7/25, 3:47 PM Stochastic Indicator — Identify Divergence with Stochastic

#2 Formation of Candlestick Pattern

#3 Trade Entry

Combining the Stochastic Oscillator with Other Technical Indicators %
Conclusion
0 Comment

Turtle Soup Strategy from ICT Style

Arjun Mandal | Dec 23,2024 8,741 Views

[ Block J .
f . H What is an ICT Order Block and How to Trade It?
i i
"".r'"-nh....-H""' " Ram Nisha | Dec 23,2024 9,514 Views
| .

Break of Structure (BOS) on ICT

!

™, EdaKaya | Dec 22,2024 8,697 Views

Our Social Media

X X(Twitter) 4 Telegram

MOIS Mql5 9%/ TradingView

f Facebook Instagram

https://tradingfinder.com/education/forex/stochastic-indicator/ 12/15


https://tradingfinder.com/education/forex/ict-turtle-soup/
https://tradingfinder.com/education/forex/ict-turtle-soup/
https://tradingfinder.com/education/forex/ict-order-blocks/
https://tradingfinder.com/education/forex/ict-order-blocks/
https://tradingfinder.com/education/forex/ict-break-structure-in-market/
https://tradingfinder.com/education/forex/ict-break-structure-in-market/
https://x.com/tradingfinder
https://t.me/tradingfindercom
https://www.mql5.com/en/users/tradingfinderlab/seller
https://www.tradingview.com/u/TFlab/#published-scripts
https://www.facebook.com/profile.php?id=61565381674516
https://www.instagram.com/tradingfindercom/

8/7/25, 3:47 PM Stochastic Indicator — Identify Divergence with Stochastic

° Youtube J Tik Tok

Latest Articles

Trading Finder

A-Book Broker

| A-Book | Liquidity

Trader Broker | | Provider

What is an A-Book Broker? Risk Transfer to Liquidity Provider (LP) and Hedging
Forex Education Nino Gogochashvili | Aug 6, 2025

Martingale Strategy in Financial Markets

Trading Finder

Martingale Strategy in Financial Markets; Classic, Pyramid, and Grand Martingale

Forex Education Davit Kvaratskhelia | Aug 4, 2025

https://tradingfinder.com/education/forex/stochastic-indicator/ 13/15


https://www.youtube.com/@TradingFinder
https://www.tiktok.com/@tradingfinder
https://tradingfinder.com/education/forex/what-is-a-book-broker/
https://tradingfinder.com/education/forex/what-is-a-book-broker/
https://tradingfinder.com/education/forex/martingale-strategy/
https://tradingfinder.com/education/forex/martingale-strategy/

8/7/25, 3:47 PM

Stochastic Indicator — Identify Divergence with Stochastic

ﬂ@ Trading Finder

What is Margin Trading?

ﬁ\

&

Complete training in financial markets such as "Forex," "Stock Market," and "Cryptocurrencies"

only becomes comprehensive with tested trading tools and strategies. "Trading Finder," with its

experience, aids traders and investors in gaining a correct understanding and deep learning.

The training programs are designed based on tools for traders of all levels, from "beginner to

advanced."

About Us

Our Team

Advertisement

Indicators & Oscillators

NN [ Z]

p— English (EN)
Contact Us Forex Methodology
Jobs Report a Bug
Affiliates Our Scores
Products Financial Market

Education

Trading Tools

Trading Tools

-

Risk Disclosure:

Participating in financial markets involves high risk, which can result in the loss of part

https://tradingfinder.com/education/forex/stochastic-indicator/

14/15


https://tradingfinder.com/education/forex/margin-trading/
https://tradingfinder.com/education/forex/margin-trading/
https://www.tradingview.com/u/TFlab/#published-scripts
https://www.mql5.com/en/users/tradingfinderlab/seller
https://x.com/tradingfinder
https://www.youtube.com/@TradingFinder
https://www.tiktok.com/@tradingfinder
https://t.me/tradingfindercom
https://www.reddit.com/user/tradingfinder/
https://medium.com/@tradingfinder
https://discord.gg/ACZUCYCvdA
https://www.instagram.com/tradingfindercom/
https://www.facebook.com/profile.php?id=61565381674516
https://www.forexfactory.com/tflab
https://tradingfinder.com/about-us/
https://tradingfinder.com/contact-us/
https://tradingfinder.com/forex-methodology/
https://tradingfinder.com/our-team/
https://tradingfinder.com/jobs/
https://tradingfinder.com/report-a-bug/
https://tradingfinder.com/advertisement/
https://tradingfinder.com/affiliate/
https://tradingfinder.com/tf-score/

8/7/25, 3:47 PM Stochastic Indicator — Identify Divergence with Stochastic

Show More v

Disclaimer:

[TradingFinder.com] assumes no responsibility for any potential losses or damages. All

Show More v

Disclosure of revenues and advertisements:

The "TradingFinder" platform offers various services, some of which, like introductions,

Show More v
N J

Privacy Policy

Risk Warning

Cookies Policy

Copyright and Idea Submissions

Terms and Conditions Agreement

© 2025 TradingFinder, Inc. All rights reserved.

https://tradingfinder.com/education/forex/stochastic-indicator/ 15/15


https://tradingfinder.com/privacy/
https://tradingfinder.com/risk-warning/
https://tradingfinder.com/cookies-policy/
https://tradingfinder.com/copyright/
https://tradingfinder.com/terms-conditions/

