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Chapter 1: Introduction to MACD 
The Moving Average Convergence Divergence, commonly known as MACD, stands 
as one of the most powerful and widely used technical indicators in modern trading. 
Developed in the late 1970s, MACD has become a cornerstone tool for traders 
across all markets and timeframes, from stocks and forex to cryptocurrencies and 
commodities. 

At its core, MACD is a trend-following momentum indicator that reveals the 
relationship between two exponential moving averages of a security's price. What 
makes MACD particularly valuable is its dual nature: it functions both as a 
momentum oscillator and as a trend identification tool, providing traders with multiple 
layers of market insight from a single indicator. 

The genius of MACD lies in its simplicity and versatility. Unlike many complex 
indicators that attempt to predict market movements through elaborate calculations, 
MACD focuses on revealing what the market is actually doing by analyzing the 
convergence and divergence of moving averages. This straightforward approach has 
allowed it to remain relevant and effective for over four decades, even as markets 
have evolved and trading technology has advanced dramatically. 

Understanding the Components 
MACD consists of three primary components that work together to provide a 
comprehensive view of market momentum: 

The MACD Line is the difference between two exponential moving averages, 
typically the 12-period and 26-period EMAs. This line forms the foundation of the 
indicator and represents the momentum of price movement. When the faster 12-
period EMA moves above the slower 26-period EMA, the MACD line becomes 
positive, indicating bullish momentum. Conversely, when it moves below, the line 
turns negative, signaling bearish momentum. 

The Signal Line is a 9-period exponential moving average of the MACD line itself. 
This line serves as a trigger for buy and sell signals. When the MACD line crosses 
above the signal line, it generates a bullish signal; when it crosses below, it 
generates a bearish signal. The signal line essentially smooths out the MACD line 
and helps filter out false signals caused by minor price fluctuations. 

The Histogram represents the difference between the MACD line and the signal 
line. Displayed as bars extending above and below a zero line, the histogram 
provides a visual representation of the momentum behind price movements. 
Expanding histogram bars indicate strengthening momentum, while contracting bars 
suggest weakening momentum. The histogram's transition from positive to negative 
(or vice versa) often precedes actual crossovers between the MACD and signal 
lines, providing early warning signals to attentive traders. 
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Daily chart of SPY with MACD 2-line indicator and MACD histogram 

Why MACD Remains Essential 
In an era of increasingly sophisticated trading algorithms and artificial intelligence, 
MACD's continued relevance speaks to its fundamental soundness. The indicator 
works because it's based on principles that have stood the test of time: trend 
identification, momentum measurement, and the relationship between different 
timeframes of price movement. 

MACD excels at identifying trend changes before they become obvious in price 
action alone. By focusing on the relationship between moving averages rather than 
absolute price levels, MACD filters out much of the noise that plagues other 
indicators. This makes it particularly valuable in volatile markets where price can 
whipsaw dramatically while the underlying trend remains intact. 

Perhaps most importantly, MACD is adaptable. While the standard settings work well 
in many situations, traders can adjust the periods to suit their trading style, 



Page 7 

timeframe, and the specific characteristics of the instruments they trade. This 
flexibility, combined with its straightforward interpretation, has made MACD a 
universal language among technical traders worldwide.  
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Chapter 2: The History and Evolution of MACD 
The story of MACD begins in the late 1970s with Gerald Appel, a prominent technical 
analyst and money manager who was seeking a more effective way to identify trend 
changes and momentum shifts in the market. At that time, technical analysis was still 
in its relative infancy, and most indicators were either too complex for practical use 
or too simple to provide reliable signals. 

Gerald Appel and the Birth of MACD 
Gerald Appel developed MACD in 1979 as part of his trading system. His 
breakthrough insight was that by comparing two exponential moving averages with 
different periods, he could create an indicator that was both responsive to price 
changes and resistant to whipsaws. The exponential moving average was itself a 
relatively recent innovation, offering advantages over simple moving averages by 
giving more weight to recent price data. 

Appel's original work focused on using MACD for generating buy and sell signals 
based on crossovers between the MACD line and its signal line. He meticulously 
tested various combinations of moving average periods, eventually settling on the 
12, 26, and 9 periods that have become the standard default settings used by 
traders worldwide. These numbers weren't chosen arbitrarily; they represented 
trading weeks in the traditional trading calendar of that era. 

The 12-period setting roughly corresponded to two and a half trading weeks, the 26-
period setting to about one month of trading, and the 9-period signal line to 
approximately two weeks. This alignment with natural trading cycles helped explain 
why these particular settings proved so effective across different markets and 
timeframes. Appel published his findings in his newsletter, Systems and Forecasts, 
and later in his book, which introduced MACD to the broader trading community. 

The Histogram Addition 
While Appel created the fundamental MACD line and signal line concept, the 
histogram component was added later by Thomas Aspray in 1986. Aspray 
recognized that visualizing the difference between the MACD line and signal line as 
a histogram provided traders with an intuitive way to assess momentum strength and 
spot potential trend changes earlier than crossover signals alone. 

The histogram quickly became an integral part of MACD analysis. Traders 
discovered that divergences between the histogram and price action often preceded 
major trend reversals, adding another dimension to MACD's analytical power. The 
histogram also made it easier to spot momentum shifts at a glance, as expanding 
bars indicated strengthening trends while contracting bars suggested weakening 
momentum. 
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MACD in the Computer Age 
The widespread adoption of personal computers in the 1980s and 1990s 
revolutionized technical analysis and accelerated MACD's popularity. Before 
computerization, calculating MACD manually was tedious and time-consuming. 
Traders had to maintain spreadsheets and perform calculations by hand, limiting the 
indicator's practical utility for many market participants. 

With trading software like MetaStock, TradeStation, and later, web-based platforms, 
MACD became instantly accessible to traders of all levels. The indicator could now 
be calculated and displayed in real-time, and its parameters could be easily adjusted 
to suit different trading styles and market conditions. This democratization of 
technical analysis tools helped establish MACD as a standard feature on virtually 
every charting platform. 

Modern Developments and Applications 
As MACD gained popularity, traders and analysts began exploring new ways to use 
the indicator beyond Appel's original crossover methodology. The concept of 
divergence between MACD and price action emerged as particularly powerful, with 
traders recognizing that when MACD moved in the opposite direction of price, it often 
signaled an impending reversal. 

The integration of MACD into algorithmic trading systems represented another 
evolutionary step. Quantitative traders programmed computers to recognize MACD 
patterns and execute trades automatically based on predefined rules. This 
automation validated many of MACD's traditional applications while also revealing 
new insights about its behavior in different market conditions and timeframes. 

Today, MACD continues to evolve. Traders combine it with other indicators in 
sophisticated trading systems, use it across multiple timeframes for confirmation, 
and apply it to markets that didn't exist when Appel first developed the indicator, from 
cryptocurrencies to exotic currency pairs. Despite this evolution, the core principles 
that made MACD effective in 1979 remain just as valid today, a testament to the 
indicator's sound theoretical foundation. 

Legacy and Impact 
Gerald Appel's creation has had an immeasurable impact on technical analysis and 
trading. MACD appears in countless trading books, educational programs, and 
professional trading systems. It has influenced the development of numerous 
derivative indicators and has become part of the basic vocabulary of technical 
analysis. When traders discuss momentum, trend, and divergence, MACD frequently 
serves as the reference point for these concepts. 

The indicator's longevity is particularly remarkable in a field where new indicators 
appear constantly, each claiming to be more accurate or more predictive than its 
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predecessors. Yet MACD endures, not through marketing or novelty, but through 
consistent performance and practical utility. Its history demonstrates that truly 
valuable trading tools are those built on sound principles, thoroughly tested, and 
flexible enough to adapt to changing market conditions. 
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Chapter 3: Standard MACD Settings and Values 
Understanding MACD's default settings and knowing when to adjust them is crucial 
for effective trading. While Gerald Appel's original parameters have proven 
remarkably robust across different markets and timeframes, successful traders 
recognize that no single setting works optimally in all situations. This chapter 
explores the standard values, their rationale, and guidelines for customization. 

The Classic 12, 26, 9 Configuration 
The default MACD settings of 12, 26, and 9 have achieved near-universal status in 
technical analysis. These numbers represent: 

The 12-period fast EMA: This moving average responds quickly to price changes, 
capturing short-term momentum shifts. With 12 periods representing approximately 
two and a half trading weeks on a daily chart, this EMA strikes a balance between 
sensitivity and reliability. It's fast enough to catch trend changes early but not so fast 
that it generates excessive false signals. 

The 26-period slow EMA: This longer moving average represents roughly one 
month of trading activity on daily charts. It provides a more stable baseline that filters 
out short-term noise while still responding to genuine trend changes. The difference 
in speed between the 12 and 26 EMAs creates the tension that makes MACD 
effective at identifying momentum shifts. 

The 9-period signal line: This EMA of the MACD line acts as a trigger for trading 
signals. The 9-period length was chosen to provide a smooth trigger line that doesn't 
lag too far behind the MACD line while still filtering out minor fluctuations. It 
represents approximately two trading weeks, providing an intermediate timeframe 
between the fast and slow EMAs. 

These settings have remained standard because they work well across a wide range 
of market conditions and timeframes. The relationship between 12, 26, and 9 creates 
a harmonic balance that tends to generate signals at meaningful inflection points in 
price action. While not perfect, these defaults provide a solid starting point for MACD 
analysis. 

Alternative Settings for Different Trading Styles 
Experienced traders often adjust MACD settings to better match their trading 
timeframe, the volatility of the instrument being traded, or their personal risk 
tolerance. Understanding these alternatives helps traders optimize MACD for their 
specific needs. 

Fast MACD Settings 
For traders seeking more responsive signals, particularly day traders and scalpers, 
faster MACD settings can provide earlier entry signals: 
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5, 13, 5 or 5, 35, 5: These configurations generate signals more quickly than 
standard MACD. The shorter fast EMA responds almost immediately to price 
changes, making these settings suitable for volatile markets or very short-term 
trading. However, the trade-off is an increased frequency of false signals, requiring 
tighter risk management and more frequent monitoring. 

8, 17, 9: This represents a moderate acceleration of the standard settings, providing 
somewhat faster signals while maintaining reasonable reliability. It works well for 
swing traders who want earlier entries than standard MACD provides but don't want 
the noise that comes with extremely fast settings. 

Slow MACD Settings 
Position traders and those trading less volatile instruments may prefer slower 
settings that filter out more noise: 

19, 39, 9: This configuration roughly doubles the standard periods, creating a much 
smoother MACD that generates fewer signals. It's particularly effective on longer 
timeframes like weekly or monthly charts, where the standard settings might be too 
sensitive. 

24, 52, 9 or 26, 52, 9: These very slow settings work well for identifying major trend 
changes while virtually eliminating whipsaws. The 52-period EMA represents 
approximately one quarter of trading activity on daily charts, making these settings 
suitable for long-term position trading or analyzing secular trends. 
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Customizing the MACD inputs in AIQ Charts 

Timeframe Considerations 
The effectiveness of MACD settings varies significantly across different chart 
timeframes. Understanding these relationships helps traders choose appropriate 
parameters: 

1-minute to 5-minute charts: For very short-term trading, standard MACD settings 
often prove too slow. Faster configurations like 5, 13, 5 or even 3, 10, 3 may be more 
appropriate. However, traders must accept that faster settings on short timeframes 
will generate numerous false signals, making discipline and tight stops essential. 

15-minute to 1-hour charts: These timeframes work reasonably well with standard 
settings, though some day traders prefer slightly faster configurations. The 12, 26, 9 
default typically provides a good balance between responsiveness and reliability on 
these charts. 

4-hour to daily charts: The standard 12, 26, 9 settings were originally designed for 
daily charts and continue to perform exceptionally well at this timeframe. Many 
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professional traders use these settings without modification on daily and 4-hour 
charts. 

Weekly to monthly charts: For long-term analysis, slower settings often prove 
more useful. Configurations like 19, 39, 9 or 26, 52, 9 help filter out intermediate-
term noise and focus on major trend changes. Position traders and investors 
typically prefer these slower settings for identifying multi-month or multi-year trend 
shifts. 

Market-Specific Adjustments 
Different markets have different characteristics that may warrant MACD adjustments: 

Forex markets: Currency pairs often exhibit smooth, persistent trends, making 
standard MACD settings effective. However, during periods of low volatility or range-
bound trading, some forex traders prefer slightly slower settings to reduce false 
signals. The 24-hour nature of forex markets also means timeframes don't align 
perfectly with traditional trading days, which may influence optimal settings. 

Cryptocurrency markets: The extreme volatility of crypto assets can make 
standard MACD settings generate excessive signals. Many crypto traders use 
slightly slower configurations or rely more heavily on divergence patterns rather than 
simple crossover signals. The 24/7 trading in crypto markets also affects how 
timeframes relate to traditional MACD periods. 

Stock markets: Individual stocks vary widely in their volatility and liquidity 
characteristics. Blue-chip stocks often work well with standard or slightly slower 
settings, while small-cap stocks might benefit from faster configurations. Sector-
specific characteristics also matter; technology stocks typically require faster settings 
than utility stocks. 

Commodity markets: Commodities often trend strongly over extended periods, 
making slower MACD settings particularly effective. Agricultural commodities with 
seasonal patterns may benefit from settings that align with their seasonal cycles, 
while energy markets might require faster settings to capture their sometimes-volatile 
price swings. 

Guidelines for Setting Optimization 
When considering whether to modify MACD settings, traders should follow several 
key principles: 

Start with defaults: Always begin analysis with the standard 12, 26, 9 settings. 
These have proven effective across decades of market history and provide a solid 
baseline for comparison. Only consider changes if you have specific, data-driven 
reasons to believe alternative settings will perform better for your particular situation. 

Test thoroughly: Before using modified settings with real capital, backtest them 
extensively on historical data. Ensure any improvements in performance are 
statistically significant and not simply the result of curve-fitting to past data. Test 
across different market conditions, including trends, ranges, and high-volatility 
periods. 
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Maintain consistency: Constantly changing MACD settings in search of the perfect 
configuration typically leads to poor results. Once you've identified settings that work 
for your trading style and timeframe, stick with them long enough to properly 
evaluate their effectiveness. Switching settings too frequently prevents you from 
developing genuine expertise with any particular configuration. 

Consider the big picture: MACD settings should align with your overall trading 
strategy. If you're a long-term investor, chasing faster signals through aggressive 
MACD settings creates a fundamental mismatch. Conversely, position-oriented 
MACD settings will miss opportunities if you're attempting to day trade. 

Understand the trade-offs: Every adjustment to MACD settings involves 
compromises. Faster settings provide earlier signals but increase false positives. 
Slower settings reduce whipsaws but generate delayed entries. The goal isn't to 
eliminate all trade-offs but to find the configuration that best matches your risk 
tolerance and trading objectives. 

The wisdom of Gerald Appel's original settings lies in their balanced approach to 
these trade-offs. For most traders, most of the time, the standard 12, 26, 9 
configuration provides an optimal blend of responsiveness and reliability. This 
doesn't mean adjustments are never warranted, but it does suggest that 
modifications should be made thoughtfully and with clear justification rather than 
arbitrarily or in pursuit of marginal improvements that may not prove robust over 
time. 
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SPY with default 12, 26, and 9 settings showing recent buy/sell signals October and 

November 2025 
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SPY with faster settings 5, 13, and 5 showing frequent buy/sell signals October and 

November 2025 
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SPY with longer 19, 39, and 9 settings showing less frequent buy/sell signals October 

and November 2025 
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Chapter 4: Understanding MACD Divergence 
Divergence represents one of the most powerful concepts in technical analysis, and 
MACD divergence stands among the most reliable divergence signals available to 
traders. While many traders focus solely on MACD crossovers for trade signals, 
experienced market participants recognize that divergence patterns often provide 
superior entry points with more favorable risk-reward ratios. This chapter explores 
the fundamental principles of divergence and lays the groundwork for understanding 
how MACD divergence can transform your trading. 

What Is Divergence? 
At its core, divergence occurs when price action and an indicator move in opposite 
directions, creating a disagreement between what price appears to be doing and 
what the underlying momentum suggests. This disagreement often signals that the 
current price trend is losing strength and may be ready to reverse. Divergence is 
powerful precisely because it reveals what price alone cannot show: the internal 
momentum dynamics that drive sustainable trends. 

Think of divergence as a subtle warning signal. When price makes a new high but 
MACD fails to confirm that high with its own new high, the indicator is essentially 
saying, 'Yes, price is still rising, but the momentum behind that rise is weaker than 
before.' This weakening momentum often precedes a price reversal, giving attentive 
traders an edge in timing their entries and exits. 

The concept of divergence applies across all momentum oscillators, but MACD 
divergence proves particularly reliable because MACD itself is already a composite 
indicator. It measures the relationship between two moving averages, which means 
MACD divergence represents a double layer of analysis: the divergence between the 
relationship of moving averages and the price itself. This additional layer of 
confirmation helps filter out false signals that might appear in simpler oscillators. 

Types of Divergence 
Technical analysts classify divergence into several distinct types, each with different 
implications for future price movement: 

Regular Bullish Divergence 
Regular bullish divergence occurs when price makes a lower low while MACD 
makes a higher low. This pattern suggests that despite price falling to new depths, 
the selling pressure is actually diminishing. The momentum behind the downtrend is 
weakening, and a reversal to the upside may be imminent. 

The psychology behind regular bullish divergence is revealing. As price falls to a new 
low, fearful traders expect continuation of the downtrend. However, the MACD's 
higher low indicates that this second decline is less forceful than the first. Sellers are 
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running out of steam, unable to push the market down with the same vigor as before. 
This exhaustion of selling pressure often marks the point where buyers begin to step 
in, sensing that the worst of the decline may be over. 

Regular bullish divergence typically appears at market bottoms and signals potential 
trend reversals from downtrends to uptrends. It's considered one of the most reliable 
reversal signals in technical analysis, though traders should always confirm 
divergence with other factors before committing capital. 

 
SPY with MACD bullish divergence from price prior to the move up October 2023 

Regular Bearish Divergence 
Regular bearish divergence forms when price makes a higher high while MACD 
makes a lower high. This pattern indicates that although price is reaching new 
heights, the upward momentum is waning. The rally is losing steam, and a reversal 
to the downside may be approaching. 
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The market psychology at play during regular bearish divergence mirrors the bullish 
case in reverse. As price reaches new highs, optimistic traders expect continued 
strength. However, the MACD's failure to confirm these highs reveals that buying 
pressure is weakening. The second push higher requires less momentum than the 
first, suggesting that buyers are becoming exhausted and sellers may soon take 
control. 

This type of divergence typically appears at market tops and signals potential trend 
reversals from uptrends to downtrends. It's a favorite pattern among traders looking 
to short rallies or take profits on long positions, as it often provides advance warning 
before price begins its decline. 

 
NVDA with MACD bearish divergence from price prior to the move down November 

2024 

Hidden Bullish Divergence 
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Hidden bullish divergence occurs when price makes a higher low while MACD 
makes a lower low. Unlike regular divergence, hidden divergence signals trend 
continuation rather than reversal. In this case, the pattern suggests that despite a 
pullback in price, the underlying uptrend remains strong and is likely to continue. 

Hidden bullish divergence appears during uptrends when price experiences a 
correction or consolidation. The higher low in price shows that buyers are defending 
higher levels, while the lower low in MACD indicates that momentum is actually 
building for the next leg up. This pattern often provides excellent entry opportunities 
for traders looking to join an existing uptrend at relatively favorable prices. 

 
AAPL with MACD hidden bullish divergence from price continuation pattern up April 

2023 

Hidden Bearish Divergence 
Hidden bearish divergence forms when price makes a lower high while MACD 
makes a higher high. This continuation pattern suggests that despite a bounce in 
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price, the underlying downtrend remains intact and is likely to resume. It typically 
appears during downtrends when price experiences a relief rally or consolidation. 

The lower high in price indicates that sellers are establishing lower levels of 
resistance, while the higher high in MACD shows that downward momentum is 
actually increasing. This pattern often provides opportunities for traders to enter 
short positions or add to existing shorts during temporary strength in a downtrend. 

 
IWM with MACD hidden bearish divergence from price continuation pattern down 

October 2023 

Why MACD Divergence Works 
The effectiveness of MACD divergence stems from several fundamental market 
realities: 

Momentum leads price: Changes in momentum typically precede changes in price 
direction. MACD, as a momentum indicator, can detect these shifts before they 
become obvious in price action. When momentum begins to weaken during an 
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uptrend or strengthen during a downtrend, divergence from price provides an early 
warning signal. 

Market exhaustion: Divergence often marks points of market exhaustion where the 
dominant trend has run its course. When MACD fails to confirm new price extremes, 
it indicates that fewer market participants are supporting the move, suggesting that a 
reversal may be imminent as the marginal trader loses conviction. 

Volume implications: MACD indirectly reflects volume characteristics through its 
use of exponential moving averages, which give more weight to recent price action. 
Divergence often coincides with declining volume at price extremes, a well-known 
sign of trend weakness. 

Self-fulfilling expectations: Because MACD divergence is widely recognized and 
watched by professional traders, the pattern can become somewhat self-fulfilling. 
When significant divergence appears on widely followed charts, it influences trader 
behavior, creating the very reversal that the divergence predicted. 

The Importance of Context 
While MACD divergence provides powerful signals, context determines whether 
those signals translate into profitable trades. Understanding the broader market 
environment is crucial: 

Trend context: Regular divergence signals are most reliable when they appear 
counter to strong trends. A bearish divergence after an extended uptrend carries 
more weight than one that appears during a sideways market. Similarly, bullish 
divergence is most potent after a sustained downtrend. 

Support and resistance: Divergence signals gain credibility when they occur near 
significant support or resistance levels. A bullish divergence forming at major support 
carries more weight than one appearing in the middle of a trading range. The 
confluence of divergence and key price levels often produces high-probability trading 
opportunities. 

Multiple timeframe analysis: Divergence appearing on longer timeframes generally 
proves more reliable and significant than divergence on shorter timeframes. Many 
professional traders look for divergence confluence, where multiple timeframes show 
similar patterns simultaneously, before committing to large positions. 

Market conditions: Different market conditions affect divergence reliability. During 
strong trends, divergence signals may fail as momentum persists longer than 
expected. During ranging markets, divergence appears more frequently but may 
produce less dramatic results. Traders must adapt their interpretation based on 
current conditions. 

Understanding these contextual factors transforms divergence from a simple pattern 
to a nuanced analytical tool. The following chapters will delve deeper into specific 
applications of MACD divergence, with particular focus on how divergence interacts 
with double tops and double bottoms to create some of the highest-probability 
trading setups available to technical traders. 
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Chapter 5: MACD Divergence as a Trading Signal 
Recognizing divergence patterns is only the first step; knowing how to trade them 
effectively separates successful traders from those who merely understand the 
concept. This chapter focuses on the practical application of MACD divergence, 
providing frameworks for identifying high-quality signals, timing entries and exits, and 
managing risk. 

Identifying Quality Divergence Signals 
Not all divergence signals are created equal. The most successful traders develop 
the ability to distinguish between high-probability divergence patterns and those 
likely to fail. Several characteristics separate strong signals from weak ones: 

Clear and Obvious Patterns 
The best divergence signals are clear and unambiguous. When you need to squint at 
your chart or convince yourself that divergence exists, the signal is probably not 
strong enough to trade. High-quality divergence patterns jump off the chart, with 
price making distinctly lower lows or higher highs while MACD moves clearly in the 
opposite direction. 

Marginal or questionable divergence rarely produces reliable results. If you find 
yourself debating whether divergence exists, it's usually better to wait for a clearer 
signal. The market provides ample opportunities; there's no need to force trades 
based on ambiguous patterns. 

Significant Price and Indicator Swings 
Meaningful divergence involves substantial movements in both price and MACD. 
Tiny wiggles in price accompanied by minor fluctuations in MACD typically lack the 
significance needed for reliable trading signals. Look for divergence where price 
swings cover meaningful ground and MACD shows clear directional changes. 

The magnitude of the divergence often correlates with the potential magnitude of the 
subsequent move. Large, obvious divergence patterns tend to resolve with more 
significant price moves than small, subtle patterns. This relationship makes focusing 
on major divergence patterns more productive than trying to trade every minor 
inconsistency between price and MACD. 

Proper Timeframe Selection 
Divergence signals gain reliability when they appear on appropriate timeframes. 
Generally, longer timeframes produce more reliable signals than shorter ones. Daily 
chart divergence carries more weight than 5-minute chart divergence because longer 
timeframes represent the aggregate actions of more market participants and filter out 
more noise. 
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For swing traders and position traders, focusing on daily and weekly charts for 
divergence signals typically produces the best results. Day traders might look to 1-
hour or 4-hour charts, accepting somewhat lower reliability in exchange for more 
frequent signals. Scalpers using very short timeframes should be aware that 
divergence signals become increasingly unreliable as the timeframe decreases. 

Confirmation Techniques 
While MACD divergence provides valuable signals on its own, combining it with 
additional confirmation factors significantly improves trading outcomes. Professional 
traders rarely act on divergence alone; instead, they look for confluence between 
multiple factors: 

MACD Line Crosses Signal Line 
One of the most straightforward confirmation techniques involves waiting for the 
MACD line to cross the signal line in the direction suggested by the divergence. For 
bullish divergence, wait for MACD to cross above the signal line. For bearish 
divergence, wait for MACD to cross below. 

This approach sacrifices some entry price in exchange for higher probability. By 
requiring the MACD crossover, you confirm that momentum is actually shifting in the 
expected direction rather than simply anticipating a shift based on divergence alone. 
The trade-off usually proves worthwhile, as confirmed divergence signals show 
significantly better win rates than unconfirmed ones. 

Price Pattern Confirmation 
Price patterns that align with divergence signals create particularly powerful setups. 
Classic reversal patterns like double tops, double bottoms, head and shoulders 
formations, or even simple candlestick patterns can confirm divergence signals. 
When both price pattern and divergence point in the same direction, the probability 
of a successful trade increases substantially. 

For example, when bearish divergence appears as price forms a double top pattern, 
the combination creates a high-confidence short setup. Similarly, bullish divergence 
occurring as price carves out a double bottom pattern offers an excellent long entry 
opportunity. The synergy between price patterns and divergence will be explored in 
greater detail in the following chapters. 

Volume Analysis 
Volume often confirms what divergence suggests. Declining volume at price 
extremes frequently accompanies divergence, validating the weakening momentum 
that MACD reveals. When you see bearish divergence forming as volume decreases 
on rallies, it reinforces the signal. Conversely, increasing volume during declines that 
show bullish divergence suggests accumulation and strengthens the bullish case. 
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Pay particular attention to volume spikes that occur after divergence develops. A 
surge in volume accompanying a price move that confirms the divergence often 
marks the beginning of a significant trend change. These volume confirmation points 
can provide excellent entry signals for traders who missed the initial divergence 
formation. 

Entry Strategies 
Once quality divergence is identified and confirmed, traders face the practical 
question of when and how to enter. Different entry approaches suit different trading 
styles and risk tolerances: 

Aggressive Entry at Divergence Completion 
Aggressive traders enter as soon as divergence becomes clear, typically at or near 
the point where price makes its second high or low while MACD fails to confirm. This 
approach offers the best entry prices and maximum profit potential but comes with 
higher risk, as divergence signals can fail or require time to develop. 

When using aggressive entries, implement tight stops and consider taking partial 
positions. The goal is to capture the full move if the divergence resolves favorably 
while limiting losses if the signal proves premature. This approach works best for 
experienced traders comfortable with lower win rates in exchange for superior risk-
reward ratios when trades succeed. 

Conservative Entry on Confirmation 
Conservative traders wait for additional confirmation before entering, such as a 
MACD crossover, a break of a trendline, or price breaking through a key support or 
resistance level. This patience sacrifices optimal entry prices but significantly 
improves win rates. 

For many traders, particularly those newer to divergence trading, the conservative 
approach proves more suitable. Higher win rates build confidence and trading 
discipline, even if individual trade profits are somewhat smaller. As experience 
grows, traders can experiment with more aggressive entries on a portion of their 
intended position. 
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IWM with MACD bullish divergence from price followed by MACD crossover 

confirmation in January 2025 

Scaled Entry Approach 
A middle-ground approach involves scaling into positions. Enter a partial position 
when clear divergence forms, then add to the position upon confirmation. This 
strategy balances the advantages of both aggressive and conservative entries, 
capturing better average entry prices than conservative approaches while 
maintaining higher win rates than purely aggressive methods. 

A typical scaled entry might involve taking 30-50% of the intended position at 
divergence completion, adding another 30-40% on MACD crossover confirmation, 
and reserving the final portion for a price pattern breakout or other clear confirmation 
signal. This phased approach allows traders to build conviction as the setup 
develops. 

Stop Loss Placement 



Page 29 

Proper stop loss placement is critical for trading divergence profitably. The key is 
finding stops that are tight enough to preserve capital when wrong but wide enough 
to avoid being stopped out by normal price fluctuation: 

Beyond the extreme: For bullish divergence trades, place stops below the most 
recent swing low (the second low that formed the divergence). For bearish 
divergence, place stops above the most recent swing high. This placement ensures 
the trade has room to develop while providing a clear point at which the divergence 
thesis is invalidated. 

ATR-based stops: Some traders prefer using Average True Range (ATR) to set 
stops, placing them 1.5 to 2 ATR beyond the divergence extreme. This method 
automatically adjusts for volatility, providing wider stops during volatile periods and 
tighter stops during calm markets. 

Key level stops: When divergence occurs near significant support or resistance 
levels, place stops just beyond those levels. This approach acknowledges the 
importance of key price areas and invalidates the trade if price convincingly breaks 
through support or resistance. 

Profit Targets and Trade Management 
Setting appropriate profit targets and managing trades through their lifecycle is 
essential for maximizing divergence trading profits: 

Measured move targets: One common approach measures the price distance of 
the preceding trend and projects it from the divergence point. For example, if price 
rallied $10 before forming bearish divergence, a reasonable first target would be a 
$10 decline from the divergence high. 

Support/resistance targets: Identify key support levels (for bearish divergence 
trades) or resistance levels (for bullish divergence trades) and use these as profit 
targets. Price often pauses or reverses at significant levels, making them natural 
points to take profits. 

Trailing stops: For larger moves, consider using trailing stops to lock in profits while 
allowing winners to run. Moving stops to breakeven after price moves favorably 
removes risk from the trade and allows for stress-free position management. 

Common Pitfalls and How to Avoid Them 
Even experienced traders fall into common traps when trading divergence. Being 
aware of these pitfalls helps avoid costly mistakes: 

Trading against strong trends: Divergence can persist for extended periods during 
strong trends. A stock in a powerful uptrend may show repeated bearish divergence 
signals, all of which fail as price continues higher. Respect the trend and be 
particularly cautious about divergence that opposes dominant directional moves. 

Forcing trades on weak signals: The temptation to see divergence where it barely 
exists leads to poor trades. If you have to convince yourself that divergence is 
present, it's probably not strong enough to trade. Wait for clear, obvious patterns. 
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Ignoring the broader context: Divergence doesn't exist in isolation. News events, 
earnings releases, and changes in market conditions can overwhelm technical 
signals. Always consider the bigger picture before committing to divergence-based 
trades. 

Poor position sizing: Even the best divergence signals don't work 100% of the 
time. Size positions appropriately so that inevitable losses don't devastate your 
account. Proper risk management is the foundation of long-term trading success. 
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Chapter 6: Divergence with Double Tops and Double 
Bottoms 
The combination of MACD divergence with double top and double bottom price 
patterns creates some of the most reliable trading setups in technical analysis. When 
these two powerful concepts align, they provide traders with high-probability 
opportunities that offer excellent risk-reward ratios. This chapter explores the 
synergy between divergence and these classic reversal patterns. 

Understanding Double Tops and Double Bottoms 
Double tops and double bottoms are among the most recognizable chart patterns in 
technical analysis. A double top forms when price reaches a high, pulls back, then 
rallies back to approximately the same level before declining. The pattern resembles 
the letter 'M' and signals potential bearish reversal. A double bottom is the inverse, 
forming a 'W' shape as price makes two roughly equal lows separated by a rally, 
signaling potential bullish reversal. 

These patterns work because they reflect the psychology of market participants at 
key turning points. At a double top, buyers push price to a high, but enthusiasm 
wanes during the pullback. The subsequent rally attempts to break through the prior 
high but fails as sellers step in and buyers lose conviction. The failure to make a new 
high demonstrates that buying interest is insufficient to push price higher, setting the 
stage for a reversal. 

The double bottom pattern reflects opposite dynamics. Sellers push price to a low, 
but selling pressure exhausts during the subsequent bounce. When price returns to 
test the low, buyers step in more aggressively, recognizing value at those levels. The 
failure to make a new low shows that selling has been absorbed, creating conditions 
for a reversal higher. 

MACD Divergence Within the Pattern 
When MACD divergence appears within a double top or double bottom pattern, it 
adds a crucial layer of confirmation. The price pattern shows you what traders are 
doing; the MACD divergence reveals the momentum dynamics driving those actions. 

Double Top with Bearish Divergence 
In a double top with bearish divergence, price makes two roughly equal highs while 
MACD makes a distinctly lower high on the second peak. This configuration is 
particularly powerful because: 

The equal or marginally higher price high suggests buyers are still interested, but the 
lower MACD high reveals that their buying is less vigorous. This combination often 
precedes sharp reversals because it captures the exact moment when bullish 
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conviction begins to fade. Traders see price testing highs and might expect a 
breakout, but MACD tells the real story: momentum is failing. 

 
Double top pattern with bearish MACD divergence showing weakening momentum 

Double Bottom with Bullish Divergence 
The bullish version occurs when price makes two roughly equal lows while MACD 
makes a higher low on the second trough. This pattern captures the exhaustion of 
selling pressure: 

While price tests its lows, causing fear among traders, MACD reveals that selling 
momentum is actually weaker on the second decline. Sellers who wanted to sell 
have largely done so, and the market is running out of aggressive offers. This 
momentum shift often precedes significant rallies as buyers recognize the 
opportunity. 
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Double bottom pattern with bullish MACD divergence signaling potential reversal 

Characteristics of High-Quality Setups 
Not all double pattern/divergence combinations offer equal probability. Certain 
characteristics distinguish the most reliable setups: 

Symmetry in the price pattern: The two peaks (or troughs) should be relatively 
similar in price level. Perfect symmetry isn't required, but the pattern should be 
visually recognizable as a double top or bottom. When the second peak is 
significantly higher (or lower for bottoms), the pattern becomes less reliable. 

Clear divergence: The MACD divergence should be obvious without careful 
scrutiny. If you need to squint or measure precisely to confirm divergence exists, the 
signal is likely too weak. Strong setups feature divergence that jumps off the chart. 

Appropriate time between peaks: The two peaks should be separated by enough 
time for MACD to form a meaningful swing between them. Patterns that develop too 
quickly may not allow sufficient time for momentum dynamics to reveal themselves. 
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Generally, at least 5-10 bars between peaks on daily charts provides adequate 
development time. 

Volume confirmation: Ideally, volume should decline on the second peak (double 
top) or second trough (double bottom) compared to the first. This declining volume 
confirms what MACD is showing: weakening conviction among participants. 

Location at key levels: Patterns that form at significant support or resistance levels 
carry additional weight. A double top forming at multi-month resistance with bearish 
divergence presents a more compelling short opportunity than the same pattern in 
the middle of a trading range. 

Trading the Pattern 
Once you identify a high-quality double pattern with divergence, execution becomes 
the next challenge. Here's a structured approach: 

Entry Timing 
Three primary entry options exist, each with distinct risk-reward characteristics: 

At pattern completion: Enter as the second peak (or trough) forms, once 
divergence is confirmed. This offers the best entry price but highest risk of pattern 
failure. 

On MACD crossover: Wait for MACD to cross its signal line in the expected 
direction after divergence forms. This confirms momentum shift but sacrifices some 
entry price. 

On neckline break: The most conservative approach waits for price to break the 
neckline (the support level between two peaks, or resistance between two troughs). 
This provides maximum confirmation but gives back considerable price movement. 



Page 35 

 
Entry points in a double top pattern with MACD divergence 

Stop Placement 
Stop losses should typically be placed just beyond the pattern extreme. For double 
tops, stops go above the highest peak. For double bottoms, stops go below the 
lowest trough. This placement invalidates the trade if price exceeds the pattern 
boundaries, indicating the reversal thesis was wrong. 

Some traders prefer tighter stops placed beyond the second peak/trough only, 
reasoning that if price exceeds this level, the divergence signal has failed regardless 
of the first extreme. This approach risks smaller amounts per trade but may result in 
more stopped-out trades. 

Profit Targets 
The traditional measured move for double patterns projects the pattern height from 
the neckline break. For example, if a double top peaks at $50 with a neckline at $45 
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(a $5 pattern height), the measured move target would be $40 ($45 neckline minus 
$5 height). 

When divergence is present, consider extending targets slightly, as the momentum 
weakness suggested by divergence often results in moves that exceed traditional 
measured move targets. Multiple targets—taking partial profits at the measured 
move and allowing remaining position to run with a trailing stop—can capture these 
extended moves. 

Pattern Variations and Considerations 
Real-world patterns rarely match textbook examples perfectly. Understanding 
common variations helps identify tradable setups: 

Uneven peaks/troughs: The second peak may be slightly higher (double top) or 
lower (double bottom) than the first. This actually strengthens the divergence signal, 
as price appears to be making progress while momentum disagrees. 

Extended patterns: Sometimes price makes three or more attempts at the high (or 
low) before reversing. These triple or multiple tops/bottoms with divergence can be 
even more powerful, as they show repeated failure to break through while 
momentum continues deteriorating. 

Complex pullbacks: The pullback between peaks may itself contain smaller 
patterns or consolidations. These complex structures don't invalidate the pattern; 
focus on the overall structure and divergence relationship rather than getting lost in 
minor details. 
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Pattern variations showing uneven peaks with clear divergence 
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Chapter 7: Price Action Moving Opposite to MACD 
in Double Patterns 
Building on the foundations established in the previous chapter, this chapter 
examines the specific mechanics of what happens when price and MACD move in 
opposite directions within double pattern formations. Understanding these dynamics 
at a deeper level helps traders identify the highest-probability setups and time their 
entries with precision. 

The Mechanics of Opposite Movement 
When price moves one direction and MACD moves another, the market is sending a 
mixed message that demands attention. This divergence of signals isn't random 
noise—it reflects real dynamics in the supply and demand equation that ultimately 
drives all price movement. 

Price represents the consensus of all market participants at any given moment. 
When price makes a new high, it means buyers were willing to pay more than ever 
before. But MACD, by measuring the relationship between moving averages, tells us 
something additional: whether that willingness to pay more is accelerating, staying 
constant, or decelerating. 

Bearish Divergence: Price Rising as MACD Falls 
When price rises to form the second peak of a double top while MACD makes a 
lower high, we witness the classic bearish divergence within a double top pattern. 
Let's examine exactly what this tells us: 

Buying pressure is diminishing: The rally to the second peak required less buying 
enthusiasm than the first rally. Fewer aggressive buyers are willing to pay up, and 
those who are buying are doing so with less conviction. 

Marginal buyers are exhausted: Many of those who wanted to buy have already 
done so during the first rally or during the pullback. The pool of remaining buyers is 
shrinking, unable to push price significantly higher despite their efforts. 

Smart money may be distributing: Sophisticated traders often sell into strength, 
distributing their positions to less informed buyers eager to chase prices higher. The 
second peak provides an opportunity for this distribution, explaining why momentum 
fails to confirm the price high. 

Reversal conditions are forming: When all remaining buyers have bought but can't 
push price to new highs, and sellers recognize this weakness, conditions ripen for 
reversal. The price high attracts profit-taking and short-selling, overwhelming the 
weakened buying interest. 

Bullish Divergence: Price Falling as MACD Rises 
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The mirror image occurs when price falls to form the second trough of a double 
bottom while MACD makes a higher low. This bullish divergence signals: 

Selling pressure is waning: The decline to the second trough lacks the momentum 
of the first decline. Sellers are less aggressive, less convinced that price should go 
lower. 

Absorption is occurring: As price approaches the prior low, buyers step in more 
readily than before. Their buying absorbs the selling, preventing momentum from 
building despite continued price weakness. 

Accumulation may be underway: Just as smart money distributes at tops, they 
accumulate at bottoms. The second trough attracts informed buying from those who 
recognize value and are willing to build positions while others panic. 

Recovery conditions are emerging: With sellers exhausted and buyers 
accumulating, the stage is set for reversal. Once the remaining sellers have sold and 
buyers recognize the opportunity, price begins to recover. 

Why This Pattern Is So Powerful 
The combination of double patterns with MACD divergence achieves something 
remarkable: it aligns three separate analytical frameworks into a single, coherent 
signal. 

Price structure: The double top or bottom shows that price failed to exceed a prior 
extreme, indicating a level of support or resistance that the market respects. 

Momentum: The MACD divergence reveals that the underlying momentum 
contradicts the apparent price stability, showing weakness beneath the surface. 

Psychology: The pattern captures a specific point in market psychology where 
conviction among trend participants is shifting. 

When these three elements align, trading success probability increases substantially. 
The pattern isn't just showing a potential reversal; it's explaining why that reversal 
should occur. This deeper understanding provides traders with confidence to act and 
patience to wait for proper setups. 

Practical Trading Guidelines 
Based on the mechanics we've explored, here are refined guidelines for trading 
these setups: 

Wait for clear divergence: The MACD differential between the two peaks or 
troughs should be obvious. If you need to measure precisely to confirm divergence 
exists, it's probably not significant enough to trade. 

Respect pattern symmetry: While perfect symmetry isn't required, patterns where 
the second extreme is far beyond the first deserve extra scrutiny. Extreme 
extensions may indicate trend strength that could overcome the divergence signal. 
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Confirm with MACD crossover: Waiting for MACD to cross its signal line in the 
expected direction after divergence forms significantly improves win rates. This 
crossover confirms that momentum is actually shifting, not just weakening. 

Use appropriate stops: Place stops beyond the pattern extreme, giving the trade 
room to develop while maintaining defined risk. If price exceeds the pattern 
boundary, the setup thesis is invalidated. 

Scale position with confirmation: Consider entering partial positions at divergence 
completion and adding on confirmation signals. This approach captures better 
average entry prices while managing risk. 

Common Mistakes and How to Avoid Them 
Even armed with understanding, traders often stumble. Here are the most frequent 
errors: 

Anticipating patterns: Don't assume a double top is forming just because price 
approaches prior highs. Wait for the actual second peak and confirmed divergence 
before trading. 

Ignoring trend context: Double tops are more reliable during uptrend exhaustion 
than during established downtrends, and double bottoms work better during 
downtrend exhaustion than during established uptrends. Always consider the 
broader trend. 

Fighting strong momentum: In strongly trending markets, divergence can persist 
for extended periods before resolving. Respect the power of trends and look for 
divergence that appears after extended moves rather than after minor pullbacks. 

Overtrading: These setups don't appear every day. Resist the temptation to see 
patterns where they don't exist or to trade marginal setups. The best traders are 
patient, waiting for textbook patterns that jump off the chart. 
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Chapter 8: Putting It All Together - A Complete 
Trading Framework 
Having explored MACD divergence from theory to practice, this final chapter 
integrates everything into a comprehensive trading framework. We'll walk through 
the complete analysis workflow, discuss building a trading system around 
divergence, and provide guidance on continuous improvement. 

The Complete Analysis Workflow 
Successful divergence trading requires a systematic approach to analysis. Here's a 
step-by-step workflow: 

Step 1: Assess Market Context 
Before looking for divergence signals, understand the broader market environment. 
Is the market trending or ranging? Is volatility expanding or contracting? What is the 
dominant sentiment? These factors affect how you interpret and trade divergence 
signals. 

In trending markets, focus on hidden divergence for trend continuation trades and be 
cautious about regular divergence signals that oppose the trend. In ranging markets, 
regular divergence at range boundaries often provides excellent mean-reversion 
opportunities. 

Step 2: Identify Key Levels 
Map significant support and resistance levels on your charts. These levels serve 
multiple purposes: they identify where divergence is most likely to be meaningful, 
provide logical locations for stops and targets, and help filter out low-probability 
setups. 

Divergence that forms at key levels carries substantially more weight than 
divergence that appears in the middle of trading ranges. Always know where the 
major levels are before trading. 

Step 3: Scan for Divergence 
With context established and levels mapped, scan for divergence patterns. Look for 
clear, obvious disagreement between price action and MACD. Remember: if you 
have to convince yourself divergence exists, it's probably not worth trading. 

Pay particular attention to divergence that coincides with double tops or double 
bottoms, as these combination patterns provide the highest probability setups. 

Step 4: Evaluate Setup Quality 
Not every divergence pattern warrants a trade. Evaluate each potential setup against 
quality criteria. Is the divergence clear and obvious? Does it occur at a significant 
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level? Is there a recognizable price pattern present? Does volume confirm the 
signal? Does the timeframe support the trade duration you prefer? 

Only trade setups that score well across multiple criteria. Being selective 
dramatically improves trading results. 

Step 5: Plan the Trade 
Before entering, define every aspect of the trade. What is your entry trigger? Where 
is your stop loss? What are your profit targets? How will you manage the position as 
it develops? What would cause you to exit early? 

Writing out your trade plan before entry removes emotion from subsequent decisions 
and ensures disciplined execution. 

Step 6: Execute and Manage 
Execute according to your plan. If the entry trigger occurs, enter with appropriate 
position size. Manage the trade as planned, resisting the urge to deviate based on 
fear or greed. Move stops, take profits, and exit as predetermined. 

Document everything for later review. Even the best analysis is worthless without 
disciplined execution. 

Building a Complete Trading System 
Individual trade setups, no matter how good, don't guarantee trading success. A 
complete system integrates setup identification with risk management, position 
sizing, and psychological discipline. 

Risk Management 
Define your maximum risk per trade before anything else. Most successful traders 
risk 1-2% of trading capital per trade. This seemingly small amount allows survival 
through inevitable losing streaks while permitting meaningful returns when trades 
succeed. 

Calculate position size based on the distance to your stop loss and your risk 
tolerance. If risking 1% of a $100,000 account ($1,000) with a $5 stop, your position 
size is 200 shares. This calculation happens before every trade, ensuring consistent 
risk regardless of setup quality or conviction level. 

Trade Management Rules 
Establish clear rules for managing open positions. When do you move stops to 
breakeven? How do you scale out of winning positions? Under what conditions do 
you exit early? Having predefined rules prevents emotional decision-making during 
the heat of trading. 
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A sample rule set might include: move stop to breakeven after price reaches 1:1 
reward-to-risk ratio; take half profits at 2:1 ratio; trail remaining position with stops 
below recent swing lows (for longs) or above recent swing highs (for shorts). 

Risk and Money Management 
Position sizing determines how much capital to allocate to each trade. Consistent 
position sizing, based on risk per trade rather than arbitrary lot sizes, is crucial for 
long-term success. 

Fixed percentage risk: Risk the same percentage of capital on every trade 
regardless of setup quality. This approach maintains consistency and prevents the 
temptation to oversize positions on seemingly 'perfect' setups. 

Kelly criterion modification: More sophisticated traders may vary position size 
based on win rate and payoff ratio, but even these should use fractional Kelly to 
prevent excessive sizing. 

Drawdown-based adjustments: Consider reducing position sizes during drawdown 
periods and increasing them during winning streaks. This approach compounds 
gains while limiting losses during difficult periods. 

Psychological Aspects 
Technical analysis is often called 'the easy part' of trading. The hard part is 
psychological discipline—executing your plan regardless of emotions. 

Fear of missing out (FOMO): Resist the urge to chase trades that have already 
moved. Good setups will come again; taking poor entries to avoid missing moves 
leads to worse results than waiting for proper opportunities. 

Revenge trading: After losses, the temptation to 'make it back quickly' leads to poor 
decision-making. Take breaks after losses. Return to trading only when you can 
approach the market objectively. 

Overconfidence: Winning streaks can breed dangerous overconfidence. Remember 
that markets are probabilistic; even the best setups fail sometimes. Stay humble and 
stick to your system. 

Analysis paralysis: The quest for perfect trades can prevent taking any trades at 
all. Accept that uncertainty is inherent in trading and that waiting for absolute 
certainty means missing opportunities. 

Continuous Improvement 
The best traders never stop learning. Markets evolve, and successful traders evolve 
with them. 

Keep a trading journal: Document every trade including the setup, your thought 
process, execution details, and outcome. Regular review of this journal reveals 
patterns in your trading—both strengths to leverage and weaknesses to address. 
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Conduct periodic reviews: Monthly or quarterly, analyze your trading statistics. 
Calculate your win rate, average win, average loss, maximum drawdown, and other 
relevant metrics. Look for trends and areas for improvement. 

Study your losses: Losing trades often teach more than winners. Analyze why 
losses occurred: Was the setup flawed? Was execution poor? Was the loss due to 
unforeseeable events? Different causes require different responses. 

Stay current: Markets change over time. Stay informed about market structure 
developments, new instruments, and evolving conditions. What worked perfectly ten 
years ago may need adjustment for today's markets. 

Conclusion 
MACD divergence, particularly when combined with double top and double bottom 
patterns, offers traders a powerful toolkit for identifying high-probability reversal 
opportunities. The concepts we've explored—from the basic mechanics of 
divergence to sophisticated pattern recognition—provide a foundation for profitable 
trading. 

But knowledge alone doesn't generate profits. Success requires disciplined 
application of these concepts within a comprehensive trading framework. It demands 
patience to wait for quality setups, courage to execute when signals align, and 
emotional control to manage positions according to plan rather than impulse. 

Trading is a journey of continuous improvement. The concepts in this book are a 
starting point, not a destination. Apply them, refine them based on your experience, 
and never stop learning. The market is an unforgiving teacher, but for those who 
approach it with respect, discipline, and dedication, it offers potentially life-changing 
rewards. 

Remember that no indicator is perfect, and no pattern works 100% of the time. 
MACD divergence is not a magic formula but a probabilistic edge—one that, applied 
consistently and with proper risk management, can contribute to long-term trading 
success. 

The markets will always provide opportunities. Your task is to be prepared, patient, 
and disciplined when those opportunities appear. With the knowledge contained in 
this book and the dedication to apply it consistently, you're equipped to recognize 
and profit from some of the market's most reliable reversal signals. 

Trade wisely, manage risk carefully, and may your divergence signals be clear and 
profitable. 
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Appendix 

Real-World Examples Gallery 
Trading Platform Reference Charts 

This appendix provides six detailed examples of MACD divergence patterns from 
recent market price action. Each example includes specific ticker symbols, dates, 
and step-by-step instructions for recreating the charts and can easily be adapted for 
many trading platforms 

Example 1: NVIDIA (NVDA) 
Bearish Divergence at Double Top 
Timeframe 
Daily Chart 

Period 
September – November 2024 

Pattern Type 
Bearish Divergence 

Pattern Description 
NVIDIA formed a double top pattern near the $140-$150 area in late 2024. This 
example demonstrates classic bearish divergence where price makes equal or 
higher highs while the MACD histogram shows distinctly lower peaks, signaling 
weakening momentum despite price strength. 

What to Observe 
• Price made a first peak around early September 2024 
• Price made a second, slightly higher peak in late October/early November 
• MACD histogram showed a distinctly lower high on the second peak 
• This bearish divergence preceded a pullback toward the $130 support area 

Trading Platform Setup 
1. Symbol: NVDA 
2. Timeframe: D (Daily) 
3. Indicator: Add MACD (default 12, 26, 9) 
4. Drawing: Connect the two price highs with a trendline 
5. Compare: Draw corresponding lines on MACD peaks 
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NVDA bearish divergence at double top 

Example 2: Meta Platforms (META) 
Bearish Divergence October 2024 
Timeframe 
Daily Chart 

Period 
October 2024 

Pattern Type 
Bearish Divergence 

Pattern Description 
Meta Platforms exhibited a textbook bearish divergence at its highs in October 2024. 
At $600. While price pushed to new highs during the AI-driven tech rally, both RSI 
and MACD indicators showed lower highs, signaling that buying momentum was 
fading despite the price strength. The pattern preceded a correction toward the $550 
support zone. 

What to Observe 
• Price reached new high at $600 in early October 2024 
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• MACD formed a clear lower high compared to the previous peak 
• RSI also showed bearish divergence, confirming the signal 
• Subsequent correction targeted $550 support zone 

Trading Platform Setup 
1. Symbol: META 
2. Timeframe: D (Daily) 
3. Indicator: Add MACD (12, 26, 9) 
4. Focus: Compare MACD peaks as price made higher highs near $600 
5. Key Levels: Support targets at prior high points $550 area in July and 

August 

⚠ Trading Note: 
This example shows how divergence can appear even in strong uptrends. The AI-driven 
rally masked underlying weakness that the MACD revealed. Multiple indicator confirmation 
(RSI + MACD) strengthened the signal. 

 
META bearish divergence October 2024 
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Example 3: S&P 500 ETF (SPY) 
Bullish Divergence Recovery Pattern 
Timeframe 
Daily Chart 

Period 
October – November 2023 

Pattern Type 
Bullish Divergence 

Pattern Description 
The SPY formed a clear bullish divergence in late October 2023 before launching 
into its powerful year-end rally. This broad market example shows how divergence 
signals can identify major turning points in index-level price action. 

What to Observe 
• Price made a lower low in late October 2023 
• MACD made a higher low, showing selling exhaustion 
• The divergence resolved with a powerful rally through year-end 
• MACD turned up and crossed above the signal line shortly after 

Trading Platform Setup 
1. Symbol: SPY 
2. Timeframe: D (Daily) 
3. Date Range: Scroll back to October-November 2023 
4. Studies: MACD (12, 26, 9) 
5. Confirmation: Note MACD crossover above signal line 
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SPY bullish divergence October-November 2023 

Example 4: Apple (AAPL) 
Hidden Bullish Divergence During Uptrend 
Timeframe 
Daily Chart 

Period 
April 2023 

Pattern Type 
Hidden Bullish Divergence 

Pattern Description 
Apple showed hidden bullish divergence during its uptrend in late summer 2025. 
Unlike regular divergence which signals reversals, hidden divergence signals trend 
continuation—an important distinction for traders already in positions. 

What to Observe 
• Price made a higher low during a pullback (normal in uptrends) 
• MACD made a lower low, suggesting momentum building for next leg up 
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• This continuation pattern preceded price moving above its 50-day moving 
average 

• The pattern provided a favorable entry point within the existing trend 

Trading Platform Setup 
1. Symbol: AAPL 
2. Timeframe: D (Daily) 
3. Studies: MACD + 50-day Simple Moving Average 
4. Focus: Identify pullbacks within uptrend where MACD dips lower 
5. Compare: Price higher lows vs. MACD lower lows 

💡💡 Key Distinction: 
Hidden divergence confirms trend continuation, while regular divergence warns of potential 
reversal. Understanding this difference is critical for trade direction. 

 
AAPL hidden bullish divergence 

Example 5: Microsoft (MSFT) 
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Classic Topping Pattern with Divergence 
Timeframe 
Daily Chart 

Period 
June - July 2023 

Pattern Type 
Bearish Divergence + Topping 

Pattern Description 
Microsoft formed a textbook topping pattern with bearish MACD divergence in June -
July 2023. This example perfectly illustrates the powerful combination discussed in 
Chapter 6—when price patterns and divergence align, the probability of successful 
trades increases significantly. 

What to Observe 
• First peak formed in early June 2023 
• Second peak formed at higher price level 
• MACD showed a distinctly lower high on the second peak 
• Pattern confirmed when price broke below the intervening support level 

Trading Platform Setup 
1. Symbol: MSFT 
2. Timeframe: D (Daily) 
3. Studies: MACD (12, 26, 9) 
4. Drawing: Mark the top peaks and valley 
5. Compare: MACD readings at each peak 
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MSFT classic topping pattern with bearish divergence 

Example 6: Amazon (AMZN) 
Historical Double Top Reference Case 
Timeframe 
Daily Chart 

Period 
September – October 2018 

Pattern Type 
Bearish Divergence + Double 
Top 

Pattern Description 
Amazon formed a classic double top at approximately $370 with clear bearish 
divergence in late 2018. This historical example is included because it demonstrates 
the complete pattern lifecycle—formation, confirmation, and outcome. The stock 
subsequently declined 31%, providing a well-documented case study. 

What to Observe 
• First peak in September 2018 around $103 
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• Second peak in October 2018 at similar levels ($102) 
• MACD showed weaker readings on the second peak 
• Confirmation came when price broke below ~$95 support 
• Stock subsequently declined 31%—demonstrating pattern's predictive power 

Trading Platform Setup 
1. Symbol: AMZN 
2. Timeframe: D (Daily) for clearer pattern visibility 
3. Date Range: Navigate to September-December 2018 
4. Studies: MACD (12, 26, 9) 
5. Learning Focus: Study the complete pattern and subsequent price 

action 

📚📚 Educational Value: 
Historical examples with known outcomes are invaluable for pattern recognition training. 
Study this chart multiple times to internalize the visual signature of a high-quality divergence 
setup. 

 
AMZN historical double top reference case 2018 
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