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Relative Strength Index - Table of Contents 1.What is Relative Strength Index 2.Benefits of Relative Strength Index 3.Basic Relative Strength Index Strategies 4.Relative Strength Index as used by Elliott Wave Forecast 5.Relative Strength Index Trading strategies 6.RSI Settings for Day Trading 1.What is Relative Strength Index? Relative Strength
Index is a momentum oscillator that is used in technical analysis to quantify the speed and price movements of the stock or other assets. This indicator ranges between 0 to 100 and is used to identify overbought or oversold securities. Relative Strength Index is also used to identify the general trend. Relative Strength Index is calculated through
Average Losses and Average Gains. . Relative Strength Index is portrayed on a chart and is used to identify trends in the market. A value above 50 indicates an upward trend and a value below 50 indicated a downward trend. Learn about fibonacci retracement vs extension. 2.Benefits of Relative Strength Index Relative Strength Index lets you can
predict the market conditions in advance. The trend line will break 3-4 days before the actual stock undergoes a shift in the ongoing trend enabling you to foresee the upcoming change. Relative Strength Index helps you achieve maximum profit and incur minimum losses. While using the Relative Strength Index to predict a particular stock, the
indicator will breach the maximum and minimum price before the actual stock price drops or increases. This prevents you from incurring heavy losses and earn maximum profits. The mid-range 50 acts as a major guide in the Relative Strength Index to indicate the price direction. During the bullish trend, the index usually stays above 50 and during
that bearish trend, the index stays below 50. 3.Basic Relative Strength Index Strategies Relative Strength Index is the most renowned and reliable momentum indicator. Some traders find it hard to understand because of the infrequent trading signals. Relative Strength Index also helps identify oversold and overbought conditions in the market. A
value of 30 and below indicates an oversold market and a value of 70 and above indicates an overbought condition. When the RSI rises above the level of 70, it is expected to drop. This gives the signal of a downward trend hence preparing the trader in advance When the RSI falls below the level of 30 it is expected to rise. This gives a signal that an
upward trend is expected hence preparing the trader in advance. When the RSI crosses the 50 marks in an upward direction, it gives the signal that the prices will rise further When the RSI crosses the 50 marks in a downward direction, it gives the signal that the prices will drop further In context with the above information, traders use the below
mentioned trading strategies: Enter into a long position when RSI is around 30. The stock price is expected to rise Sell or short positions when RSI is around 70. The stock price is expected to fall 4.Relative Strength Index as used by Elliott Wave Forecast At Elliott Wave Forecast, we don’t use RSI to determine overbought or oversold conditions or use
it to enter trades and don’t use any other common RSI Trading Strategies. We mainly use RSI for the following purposes: To differentiate between an Impulsive and Corrective Elliott Wave Structure. Impulse structures should end with RSI divergence and corrective structures should end without RSI divergence. RSI trend line breaks as an indication
a cycle is complete Use RSI to confirm various Elliott wave structures . 5.Relative Strength Index Trading strategies Centerline Crossovers Relative Strength Index is also used to recognize price trends. When the indicator value crosses the 50 marks, it is signaling a new trend. There are two types of crossovers: Rising Centerline Crossover - When
the RSI rises, crosses the 50 marks, and nears the range of 70, a bullish trend is recognized Falling Centerline Crossover - When the RSI drops, crosses the 50 marks, and nears the range of 30, a bearish trend is recognized RSI Trendlines Relative Strength Index trendline is another strategy that signals price breaks. A break in the RSI trendline
usually occurs before the break in the actual price chart. This is an indication of a potential reversal in price. It also guides you to weigh your trading strategy in line with the price changes. Furthermore, you as a trader get an opportunity to enter or exit. Bitcoin is a digital currency distributed worldwide in which encryption techniques are used to
regulate the generation of units of currency and verify the transfer of funds. Unlike traditional currencies such as dollars, bitcoins are issued and managed without any central authority whatsoever : there is no government, company, or bank in charge of Bitcoin. Facebook likely will use crypto as a platform for payments, commerce, applications &
gaming. With more than 2.5 billion users, the potential growth is tremendous. It will allow the users across Facebook, Messenger, Instagram, and Whatsapp to make digital payments. An upward RSI Trendline is drawn by connecting three or more points in the index line as it rises. Similarly, a downward RSI Trendline is drawn by connecting three or
more points on the index line as it falls. Learn about head and shoulders pattern RSI Two Period Divergence This strategy makes use of two different RSI based on different periods. For example, one long-term RSI, with a period of 14, and one short-term RSI, with a period of 5. It has been observed that many times the trend shifts even before the
market reaches the oversold or overbought condition. A shorter RSI is more sensitive to price changes and gives early signs of reversal. When the shorter RSI crosses over the longer RSI, it signals the buy and sell opportunities. Buy Signal-When the short-term RSI crosses above the long-term RSI, it indicates that prices are rising. This is a buy signal.
Sell/Short Signal- When the short-term RSI crosses below the long-term RSI, it indicates that prices are falling. This is a sell or short signal. Classic Divergence This trading strategy enables you to identify divergences in the market that provides advanced signals of reversals. When the RSI is not in line with the stock’s price movements a reversal in
trend is expected. This divergence in the index and stock price signal is where this trading strategy takes its name. There are both bullish and bearish divergences: Bullish Divergence- A bullish divergence occurs when RSI indicates an oversold condition and the stock price shows a lower price. Such a situation signals the trader that trade is slow in
terms of selling and prices are expected to rise. These bullish divergences give rise to long positions by traders. Also, as a trader, you should be cautious and understand that RSI tends to be misleading during strong trends. Multiple divergencies might occur during a strong downward trend even before the bottom is reached. Bearish Divergence- A
bearish divergence occurs when RSI indicates an overbought market condition and stock prices continue to rise. This situation indicates that buying momentum is slowing and the prices are expected to drop. These bearish divergences develop a trader’s interest in sell or short positions. Just like the bullish divergence, there might be multiple bearish
divergences before the predicted pullback in price occurs. RSI Swing Rejections This trading strategy makes use of the Relative Strength Index only and disregards the price movements. By observing the index as it reaches the overbought and oversold conditions, this strategy can be an excellent predictor of an upcoming market reversal. There are
both bullish and bearish swing rejections: Bullish Swing Rejection- Also known as the Failure Swing Bottom, it occurs when the stock prices reach a lower low and RSI reaches a higher low and rises above the recent highest point reached. This is a bullish swing rejection and gives out a buying signal. Bearish Swing Rejection- Also known as the
Failure Swing Top, it occurs when stock prices reach a higher high and RSI makes a lower high and falls below the recent low point reached. This is the bearish swing rejection that gives out a sell signal. Swing Rejections are also used as signals of trend reversals. You should use these signals to plan your entry or exit position. RSI Scalping Strategy
Scalping trading strategy provides profits from small price changes. For scalping trading strategy to be beneficial, you should be very careful and should have a clearly defined exit strategy. The number of trades is very high and the profit percentage of each trade very low. An RSI scalping strategy is simple but has strict stops. This strategy goes well
with 2 period RSI and the overbought and oversold levels are set at 90 and 10. By setting a very small time for RSI, the smallest price changes are recorded. This strategy is coupled with Exponential Moving Average (EMA) where it is kept at a 55-period set to closing prices. When prices fall below the 55 EMA, you should seek short setups and prices
are above the 55 EMA, you should look for long setups and using RSI as a trigger to execute the trade. RSI Scalping Strategy - Long set up example RSI scalping strategy is suitable in any time frame but it shows the best results in an intraday setting. A time of 30-minutes or 1 hour is the best time frame for this strategy. 6. RSI Settings for Day
Trading Relative Strength Index is one of the most useful tools for day traders. As a day trader, you need different tools like RSI indicators to acquire beneficial trading set-ups as trading the most obvious stocks won’t earn enough profits. Check out our list of best day trading stocks. In day trading, you have to first establish your trading setup. This is
done by assessing your support and resistance zones. Next review the market structure and give attention to the higher quality trading setups. A sensible approach would be to mark your support and resistance zones at the start of your trading. Then turn on the alerts for the Relative Strength index which will alert you about overbought or oversold
conditions. And finally, you can assess the quality of the trading setup. The key to making profits while using the Relative Strength Index is to set a time frame for your trading setup that matches your trading strategy. The standard time frame is the 14 period but we at Elliott Wave Forecast use 13 period by default due to 13 being a Fibonacci
number. You can reduce it to a lower time frame of 9 if you are scalping and need a more sensitive index reading. If you are looking for short-term trades then a shorter period setting is preferred. Similarly, if you are looking for long-term trades then choose longer periods for the indicator. As a day trader you should understand that it is not
important to have a higher frequency of trades but what matters is the quality trades. With the Relative Strength Index, you get more time to analyze the whole picture of the trading floor and invest your time and effort in the quality trades. RSI Settings for 5 Minute Chart Conclusion Relative Strength Index has multiple benefits but the primary
benefit it provides is its versatility. It can be applied to currency, stocks, and commodities and will provide you with the same results. Like every indicator, the Relative Strength Index should be learned first before applying. Learning comes from experimenting. As a trader, you should invest your time to learn, experiment, test, and observe this index
before applying it in actual trades Once you understand the Relative Strength Indicator and learn to apply it correctly, it will be very beneficial in your trading. BTCUSD has been showing incomplete impulsive sequences from the September 9834.4 low. Consequently we were calling for more strength in the Bitcoin, suggesting members to avoid
selling it and keep buying the dips in 3,7,11 swings whenever get chance. You may also like reading: Back Learn the best stock market index trading strategies using ETF contracts. Index trading offers you the chance to speculate on the price movement of the major world stock market indices. Throughout this guide, we’re going to write everything
you need to know about stock market index trading. After reading this guide, you'll be able to take advantage of some of the best index funds, including the Dow Jones Industrial Average, the S&P 500 Index, NASDAQ, and more. If this is your first time on our website, our team at Trading Strategy Guides welcomes you. Make sure you hit the subscribe
button, so you get your Free Trading Strategy every week directly into your email box. Indices trading is not exclusive to stock index traders because many Forex traders have access to CFD index trading with their broker. Currency ETFs enable traders to own a stake in a currency without actually holding the currency itself. Stock indices (NASDAQ,
S&P 500, Dow 30, Nifty 50, etc.) are very unique instruments because the whole world is talking about them. Check out our CFD strategy tips. Based on the particular features of these trading instruments we want to share with you some of the best stock market index strategies. Not all stock indexes are created equal. Some indices are more
representative than the others. Throughout this stock index trading guide we’re going to cover some top trading tips and show you what are the best indices to trade. Moving forward, we’re going to keep it pretty basic and start off with a definition of what is index trading and how a stock index is calculated and then move along with 3 stock market
index strategies. See below: What is Index Trading? Index trading is a type of trading strategy that buys and sells a basket of stocks, which makes up the stock index. In other words, with stock index trading you gain exposure to the whole market and you’'re not tight to the performance of one single stock. Index trading is one of the easiest ways to
diversify your current portfolio. A stock index is essentially a representation or a benchmark of how the stock market is doing as a whole The stock index composition is constructed by different rating agencies and they are composed of many stocks. An example of a rating agency is S&P Global Ratings previously known as Standard & Poor’s, which
has put together the S&P 500 index and Dow Jones Industrial Average (Dow 30 Index). This is one of the easiest ways for traders to gauge "the economy" as a whole. For example, the day trading S&P 500 index is considered a leading US economic indicator and it’s made it tracks the stock performance of 500 publicly traded companies listed on US
stock exchanges. The same way the DAX 30 is a stock market index that measures the performance of the 30 largest German blue-chip stocks listed on the Frankfurt Stock Exchange. Here is a breakdown of the S&P 500 constituent list of stocks (top 10 largest US stocks): Now, if you want a zoomed-in picture of the S&P 500 stock composition by
sector, see the chart below: Check out a very unique S&P 500 stock index trading strategy here: The 3-bar Strategy. Now, besides the US stock market indexes, we also have national stock market indexes all around the world: European stock market index (DAX 30 index in Germany, FTSE 100 index in the UK) Stock market index India (Nifty 50)
China equity market index (Shanghai SE Composite Index) At the same time, we also have global stock market indexes (example MSCI World Index) and regional stock market indexes like Euro Stoxx 50 Index. Buying stock indices directly is not possible, since an index is just a benchmark. You can start trading stock indexes using futures vs options
contracts, but our preferred way to index trading is through an Exchange Traded Fund (ETF). Let’s move on and see how a stock index is created. How is a Stock Index Calculated? To understand how a stock index is calculated, you need to know that there are different types of stock market indexes: Market Value-Weighted Index (stocks with larger
market capitalization weight more than smaller companies). An example of a market value-weighted index is S&P 500. Price-Weighted Index (the index is calculated using the stock price rather than the market capitalization). An example of a price-weighted index is the Dow Jones Industrial. As an example, we’re going to show you how are the value
of the S&P 500 index calculated. Now, each stock in the S&P 500 stock index composition has a certain percentage weight. See the S&P 500 index components by market capitalization below: Here is the mathematical formula used to calculate the value of the S&P 500 index: Index Level=Divisor>i=1nPi x IWFi x Shares Where: Pi=Price. IWFi = The
equal weighting percentage. On the other hand, here is how to calculate the Dow Jones value: Since, DJIA is a price-weighted index, we sum up all the 30 stock prices that make up the index and then divide the sum by an index divisor (0.145233). Next, we're going to outline the complete guide on how to trade indices online. See below: How to Trade
in Index? Were going to take the approach of how we generally see the stock index market behaving. We’re going to establish some stock indices trading principles that are grounded in our own research on historical stock index prices. If you want to learn how to trade in index, you'll need to start by understanding how the stock market, as a whole,
typically behaves. Generally, from our historical testings, the stock market has the tendency to behave in a particular way. The stock market tends to systematically climb, and every once in a while, stock indices experience sharp declines that can lead to a recession or even depression. However, even during bearish conditions, there will still be plenty
of opportunities to earn a profit. Learn how to trade stocks in a recession. The bullish stock market cycle is characterized by a slow and persistent manner of price increases. While the bearish stock market cycle is characterized by a sharp decline in prices. As the saying goes: “The stock market takes the stairs up, and the elevator down.” In the stock
index chart below you can see how steadily the prices are crawling higher and on the way down it plunges: With this in mind, we can apply some stock market index trading strategies on the intermediate time frame as well as the intraday charts. Once you train yourself to recognize these common stock indices patterns, you can then safely trade on
the most traded markets on the globe. Traders from all over the world ask us all the time: “What is the best way to stock index trading?” “What is the best way to trade the S&P 500, Dow 30, DAX, Nifty 30?” Generally speaking, all stock indices exhibit the same price behavior (as explained above). When we get these types of questions, our personal
advice is not to try to call a top during a bullish stock cycle. Conversely, don’t try to pick a bottom during a bearish stock market cycle. Only novice traders will try to short the market in an uptrend just because it’s too high or it’s overbought. Experienced traders, on the other hand, are typically a bit more patient. While it’s true that markets do get
overvalued and we’re going to see a serious correction, over the long term the overall stock market direction is bullish. Using technical trading indicators can help you determine which direction the trend is currently moving. We know you clicked on this article to learn trading strategies for trading stock indices, which is what we’re going to discuss
in the section below: Throughout this section, we’'re going to outline three stock market index trading strategies that every trader needs to know. We’re going to simply “plant the seed” that can grow into an index trading strategy that is suitable for your trading style. Index Trading Strategy #1: The 3 Days Drive How do we go long a stock index? Our
primary trading approach is to enter the market during pullbacks. Check out our guide for How to Profit from Trading Pullbacks. While this is not a 100% full proof strategy, it can still be very effective. According to our research into the stock index performance, we've noted that on average pullbacks last 3 days. Here are the setup trading rules for
buying a stock index: Wait for three (or two)consecutive daily red candles. On the fourth day (third day) wait for a pullback. If on the fourth day (third day) we break below the low of the third day wait until the market regains strength above the open price of the fourth day (third day). See the S&P 500 index chart below: Watch Tim Black explain the 3
Days Drive below! Index Trading Strategy #2: How to Sell a Stock Index? Selling a stock index is different than buying a stock index. Generally, we like to be late when we are on the short side and early when we are on the long side. If we want to buy stock indices, we’re more inclined to buy on dips. Since the stock markets are more likely to go up
over time, even if we experience a short-term drawdown, it’s safer to assume that the market will resume. See the S&P 500 stock index chart below: However, if we want to sell stock indices, our approach is to sell when weakness is showing in the stock market. Here is an example, if a stock index breaks down and has continued selling pressure we
look for sell trading setups on the way down. Let me make it more clear to you: We sell along with the bearish momentum trading. See the NASDAQ chart below: It’s safer to sell stock indices when the market is starting to come down and revealing the downtrend price structure (lower highs and lower lows) than trying to do so on the way up. Let’s
see a way you can trade stock indices after big news announcements. Mergers, new trade deals, investments, scandals, and more can all cause a stock index to experience sudden movement. Additionally, consider using a trading calendar to help you anticipate when the biggest stories are likely to break. Index Trading Strategy #3: How to Trade the
News? News based trading events without a clear plan can be disastrous since usually, news lead to extreme price movements. Some of the key market-moving announcements are: US Federal Reserve (FED) meetings. US Job reports and unemployment rate (NFP report). And any type of news that has a high impact on the stock index price. Our
approach to news trading is to let the dust settle and trade based on the aftermath of the price reaction. After a big announcement comes out and moves the market, if on that day the price closes at an extreme (we want the index price close to being near the high/low of the day) usually the next day we’ll see a follow up in the same direction. For
example: If good news comes out and the S&P 500 right at the extreme nears the high of the day, then we want to buy at the open of the following day. See the S&P 500 index chart below: Note* If you're on the long side you can keep this trade for one full day or for a further move to follow through. Final Words - Stock Index Trading In summary,
stock index trading is considered to be a relatively stable way to invest your money. To be a winner, you need to try not to call tops in uptrends, but rather just work with the dips and get out if you're wrong but let it run if you’re right. In the long run, it’s better to buy stock indexes at a good discount rather than to try to sell a market that is gaining in
value. There are also technical indicators to buy stock. The most important thing in index trading is to choose the right index instrument and contracts that are applicable to your account size and risk tolerance. Here is a short recap of the three stock market index trading strategies you have learned today: The 3-day drive to buy pullbacks. Selling
with the bearish momentum on the downside. Stock index news trading. Thank you for reading! Feel free to leave any comments below, we do read them all and will respond. Also, please give this strategy a 5 star if you enjoyed it! (3 votes, average: 4.33 out of 5)Loading... TradingStrategyGuides
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