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What does the behavior of the relative strength index within a trend 
tell you about the strength of the trend? 

by Cory Mitchell

hile one common method uses divergence between the relative strength in-
dex (Rsi) and price, we can go beyond that and find out if a trend is likely to 
continue. We can do so by looking at certain Rsi levels contained in a trend; 
this provides us with valuable information for making trades within the cur-
rent trend. Watching for breakouts of these Rsi levels can also provide us 

W

Explaining Trending Markets

with confirmation for what is hap-
pening with price.

Support and 
reSiStance levelS
Just as price will show respect for 
support and resistance levels, Rsi 
levels do as well. This can be an 
extremely valuable tool for con-
firming trends and possible rever-
sals. In a bull market, the Rsi (in 
this case, I will use the 14-day) 
will often be seen moving between 
30–40 lows and 80–90 highs. In a 
bear market, it will move between 
20–30 and 60–70. These key lev-
els seem to hold in all markets re-
gardless of the time frame. Each 
market seems to find its own sup-
port or resistance within the levels 
outlined.
 In Figure 1 we see the Dow 
Jones Industrial Average (Djia) in 
a downtrend. The Rsi at the bottom 
of the chart shows that the indica-
tor only gets as high as 67 during 
the entire downtrend (the middle 
line marks the 50 level). The Rsi 
has respected that resistance level 
throughout its downtrend. Near 
the bottom of the Rsi, we see that 
the Rsi has bottomed around the 
30 level with extreme lows at 22. 
This is valuable information, as 
these levels can provide us with 
confirmation that this trend will 
continue, or the level on the Rsi 
where it is likely to reverse.
 In Figure 2 is another example, 
this time with an uptrend and a 
downtrend. During the uptrend (or-
ange lines on Rsi), the Rsi moves 
between 37 (each stock or market 
will have its own levels within a 
few points of the bear/bull levels 
specified) and 80. As the price ac-
celerated upward from January 
through June 2008 the 40 level on 
the Rsi was not approached, as the 
Rsi stayed in the 50–70 range most 
of the time. As the price began to 
break down in July 2008, the Rsi 
broke through that 37 support level 
and established a new range (red 
lines on Rsi), this time at the lower 
levels of 27–60.
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trading applicationS and benefitS
Each stock or market will develop its own support and re-
sistance levels on the Rsi within the ranges associated with 
bear and bull markets. These support and resistance levels 
should be drawn on the Rsi. When the Rsi moves below its 
support level in an uptrend, it provides confirmation that a 
reversal is in effect; the uptrend is over and prices are go-
ing to head lower. When the Rsi moves above its resistance 
level, it warns that a downtrend is completing and prices are 
reversing to move higher. If prices pull back (in an uptrend) 
or push up (during a downtrend) but fail to break the respec-
tive support and resistance levels on the Rsi, it is a strong 
confirmation that the current trend will continue.

 Using Rsi support and resistance levels in accordance 
with the bull and bear market ranges specified will reduce 
the amount of false signals received by traders. It will also 
reduce the number of trades taken, reducing trading fees, 
and avoiding the whipsaws often associated with volatile 
markets. By not overtrading, the trader will be able to take 
advantage of the larger trend on any time frame, extracting 
more profit from it.

real-world example
These Rsi support and resistance levels can be used to de-
velop an entire trading strategy for visibly trending markets. 
Figure 3 is an example of how this strategy could have been 
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Figure 1: will the trend continue? Here you see the DJIA in a downtrend. The RSI only gets as high as 67 during the entire downtrend. Near the 
bottom of the RSI, you can see that the RSI has bottomed around the 30 level with extreme lows at 22. These levels can indicate if the current trend will 
continue or the level on the RSI where it is likely to reverse.

Figure 2: uptrends and downtrends. During the uptrend, the RSI moves between 37 and 80. As price accelerated up from January through June 
2008, the 40 level on the RSI was not approached as the RSI stayed in the 50–70 range. As price began to break down in July 2008, the RSI broke through 
that 37 support level and established a new range between 27 and 60.
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used to extract profits from the trends within the swn stock. 
In January 2008 there is a sharp selloff where the Rsi is 
pushed down near the 40 level. As prices begin to rise once 
again, you can feel confident that the down move is over and 
that the uptrend is resuming (this entire time we are still in 
the bull market range). A long entry should be taken when 
the Rsi has moved up from the support level (37 in this case) 
by several points or the Rsi has moved above another recent 
support level. In swn, there was a former support level at 
48 that held from November through January. The point at 
which the Rsi bounces up from 37 and reaches this former 
support level is when an entry would be taken. This hap-
pened on January 28 — you enter near the close of that day 
with a price of $26.48.
 You stay in the long position until the Rsi breaks below 
37, signaling the uptrend is over. The Rsi breaks through 37 
on July 7, 2008. You then exit on the close of this day at a 
price of $42.51. This trade gives you a 60% return in just 
over six months.

uSing it effectively
It is important to remember that this strategy applies to 
trending markets. A trend can be visualized using trendlines. 
If the market stalls and prices begin to range, you do not 
need to exit positions. Your Rsi level exits will be triggered 
when the market has moved a sufficient amount. New trades 
should not be taken with this strategy if no trend is pres-
ent and the price is range-bound. That said, time frames can 
be altered to find opportunities on shorter- or longer-term 
trades.
 Using support and resistance lines within the standard 
ranges for bull and bear markets can create trading signals. 
This method takes advantage of trends that are still sound 
but have experienced a short-term pullback in price. Using 
the ranges as a confirmation tool is also very effective and 
simple.
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Figure 3: eXtracting proFits FroM trends. Here is an example of how the strategy could have been used to extract profits from the trends in the 
stock SWN. In just over six months, this trade would have given you a 60% return. 

 It is important to note that other methods using the Rsi can 
still be implemented, such as divergence between the Rsi 
and price. When swn eventually begins to fall in July 2008, 
the Rsi reaches former levels even though the price makes a 
new high. This method can still be used as an early warning 
that something is wrong.

Strength of a trend
Each market will develop its own trading ranges for bull 
and bear markets within the Rsi. These levels can be used 
to confirm trends and validate reversals. Bull markets often 
range between 40 and 90 and bear markets between 20 and 
70. Each market will develop its own support and resistance 
lines within these guidelines. You can avoid whipsaws using 
the range of the Rsi as a confirmation and reversal tool, but 
keep in mind that it should only be used in trending markets. 
Other indicators and signals should be used in conjunction 
with this method so major moves are taken advantage of.
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