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Introduction
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The Relative Strength Index (RSI) is one of the most powerful indicators in trading. It’s a simple way to measure momentum, but it can be difficult for traders new to technical analysis. In this guide we will teach you everything you need to know about using the RSI indicator correctly so you can make your own profitable RSI trading strategies.

This guide covers all aspects of using the RSI indicator including how to use it in day trading, scalping and swing trading. We’ll also cover some of its key applications including trend identification, momentum strategies and divergence analysis as well as a few secrets on common mistakes made by beginners. By the end of this guide, you will have all the knowledge necessary to start trading the RSI like a pro.

This guide includes the following:

	How to use the RSI to predict trend reversals

	Using the RSI in scalping, day trading and swing trading

	Advanced RSI strategies for improving your entry and exit signals

	Done for you RSI trading strategies you can use today

	And more!


There are several different ways you can begin using the RSI indicator. Some prefer using it as a trading filter, others incorporate it into their existing strategies and then there are those that only use the RSI as an entry or exit signal. Regardless of your preferred method, we're going to show you how to effectively apply the RSI in profitable trading strategies.

When learning a new indicator, novice traders often make simple mistakes which can cause them to lose money before they know what they're doing wrong. That's why we created this guide - so you don't have to make any more costly mistakes when using the RSI indicator.

From using the RSI we can determine the following:

-How strong is the uptrend or downtrend? 

-Is the momentum of a trend increasing or decreasing? 

-How close are we to a reversal?

As you may have noticed, this indicator isn't only useful for determining when prices are about to reverse trends but also for predicting trend strength - which can help you increase your win rate by entering trades at the correct times.

Most traders consider buying as an upward trend and selling as a downward trend, but have you ever wondered why? This is because momentum is what moves in the direction of market. 

The RSI indicator will show us when momentum has shifted into a new direction, which can be extremely helpful for timing entries and exits in profitable trading strategies.

But first it is important that you know the basics of the RSI...
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Chapter 1: The Basics of the RSI
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The relative strength index (RSI) is a momentum indicator that compares the magnitude of recent gains to recent losses in an attempt to determine overbought and oversold conditions of an asset.

At first glance the RSI is a very simple indicator to understand, but before we use it we need to learn what makes up an RSI reading, and how exactly it works...

The RSI is represented as a line that will oscillate between 0 and 100. The basic concept of the RSI is to measure the momentum of price (how quickly price is rising or falling). If price is rising the RSI will also be rising, and the opposite for when price is falling. This is very useful to measure the strength of the trend, and predicting trend reversals. 

The RSI is based on the average gains and losses over the selected length of time. So if you are using a RSI set to a length of 14, it will use the average gains and losses over the last 14 periods.

The Relative Strength Index calculation:

RSI = 100 - [100/(1+RS)]

Where RS is the Average Gain/Average Loss Ratio. It counts up to 50 periods of gains and losses, then drops the number in half, discarding the other half.
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Using Momentum in Trading
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In trading momentum refers to how quickly a assets price is rising or falling. If price is moving very rapidly in one direction it is likely to keep going in that direction until it loses momentum. 

Another way momentum can help us in trading is that a drop in momentum will occur before a trend change in price happens. If we see a uptrend that is losing momentum on our RSI, this is a sign that a price drop could be imminent. The same is true if we see the RSI losing momentum in a downtrend, this is a sign that price may be ready to break its trend and start moving up.
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Overbought and Oversold on the RSI
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Oversold simply means that the market has dropped too fast and a bounce may be imminent, and overbought is the opposite with the market having risen too quickly, and a pull back is likely to occur.

An oversold reading on the RSI refers to when it crosses below 30, this indicates that the market has dropped too quickly and is due for a bounce back. A trader would want to combine this with other buy triggers in order to get into the market at the best price possible 
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Figure 1.1 - An example of the RSI being oversold (below 30)

Overbought is the opposite of oversold readings are overbought readings which happen when it goes above 70 

Generally speaking, markets tend to pull back once they make extreme moves like this, however in strong trending markets the RSI can stay in the overbought zone for a long period of time.
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Figure 1.2 An example of the RSI being overbought (above 70)
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How to Trade Overbought and Oversold RSI Readings
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It is never a good idea to only use oversold/overbought RSI readings as trade entries and exit, rather you it is best to use them in combination with other indicators or with support and resistance. 

Using Overbought/Oversold Readings

Before using overbought/oversold readings in your trading strategy, you should know if the market is in a trend or in a range moving sideways. 

Overbought/oversold signals will work best if the market is moving sideways in a range, and they can be unreliable if the market is in a strong trend. It is important to know that the RSI can stay in overbought/oversold zones for a long period of time.

Wait for the RSI to Cross out of the Overbought/Oversold Zone

If you decide to use overbought/oversold signals in your trading strategy, wait until the RSI crosses out of the overbought or oversold zone before using it as a valid signal. 

	Buy when -the RSI crosses below 30 and enters the oversold zone, buy when the RSI crosses back above 30 and exits the oversold zone (see figure 1.3 below). 
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Figure 1.3 – An example of a buy signal when the RSI crosses out of the oversold zone (green circle)

Sell when - the RSI crosses above 70 (overbought), wait for the RSI to cross back below 70 before selling (see figure 1.4)
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Figure 1.4 – An example of a exit trigger when the RSI crosses out of the overbought zone (red circle)

When the market is in a strong trend the RSI can stay overbought or oversold for a long period of time (as seen in figure 1.3). This is why it is better to wait for it to cross out of the overbought or oversold zone before taking the trade entry.

Use Overbought/Oversold Signals with Support and resistance

In this method we combine oversold/overbought signals with support and resistance, using moving averages as support. When using this strategy, it is a good idea to use a 200 SMA and only take trades in the direction of the long term trend.

Buy when – the RSI is oversold, price is above the 200 SMA, and price is at the 55 EMA. The 55 EMA will act a reliable support and a bounce would likely occur with these conditions.

You can exit your trade when the RSI crosses out of the overbought zone, or hold it longer for a swing trade.
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Figure 1.5 – An example of a entry signal (green circle) and exit signal (red circle) using this strategy
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Chapter 2 - RSI Divergence
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Divergence is simply when the market moves in one direction while the RSI moves in another.

This is a simple good potential indicator of a soon to be reversal so traders look for divergence between price and oscillator,

d2d_images/chapter_title_above.png





d2d_images/chapter_title_corner_decoration_left.png





d2d_images/cover.jpg
RSI TRADING

STRATEGIES .
1o
RTHEE |
Highly Profitable Trading Strategies Using
The Relative Strength Index

1





d2d_images/image020.png





d2d_images/image023.png





d2d_images/chapter_title_corner_decoration_right.png





d2d_images/image022.png
Oversold






d2d_images/chapter_title_below.png





d2d_images/scene_break.png





d2d_images/image008.png
froose
b
Prin

!TTT

e
,\l omplette

_ATI
w






d2d_images/image019.png
+

Overbought






