


cates an oversold market. Readings
above +1000 or below –1000 are extreme
conditions. 

A simple trading approach is to place
trades when the TICK signals an over-
bought or oversold market as price is
testing the support or resistance levels of
a trading range.

Figure 1 (opposite page) is a one-
minute chart with a resistance zone
around 108.72 to 108.90 (established by
the two highs at the far left of the chart).
As the market traded into this resistance
zone around 10:40 a.m., the TICK moved
above +500, signaling an overbought
market. Price then traced out a very
short-term double top, and the TICK
indicator turned down. A short sale
would have been placed when price
dropped back below the 108.72 resist-
ance level. A protective stop would be
placed just above the high of the double
top, which is the top of this swing move.

TICK divergence setups (as described in
the book S t reet Smarts by Laure n c e

Connors and Linda Bradford Raschke)
are probably the most popular use of the
TICK indicator. Divergences between
price and the TICK occur when price
makes a higher high (or lower low) and
the TICK makes a lower high (or higher
low). These signals often accompany
market reversals or corrections. 

Approximately an hour after the first
trade in Figure 1, price again retested its
intraday highs at the upper end of the
resistance zone, and the TICK exceeded
+500. However, this TICK overbought
high was lower than the previous TICK
overbought high. This diverg e n c e
between price and the TICK meant the
market was rallying with fewer stocks
making upticks — a sign of internal
weakness — and set up another short
sale opportunity when price dropped
back below the lower resistance level. 

In the case of a long TICK divergence
signal, price makes a new low but the
TICK indicator makes a higher low. In
Figure 2 (above), price fell to a new low
at approximately 1:05 p.m. but the corre-
sponding TICK low was higher than its

previous intraday low at 10:45 a.m. A
long trade would have been entere d
when price traded back above the first
low just below 113.70, with a stop placed
below the most recent low.

In addition to its usefulness in trading
ranges, the TICK can also set up trades
in trending markets. In a strong uptrend,
any countertrend movement is usually
marked by the TICK fluctuating
between –100 and +100. In these situa-
tions, –100 becomes the oversold level.
More often than not, the TICK tests the
zero line. These tests offer opportunities
to enter in the direction of the prevailing
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SPY made a lower low but the TICK made a higher low, indicating growing
internal strength. This divergence was followed by a quick rally.

FIGURE 2   BULLISH TICK DIVERGENCE

Source: TradeStation Platform by TradeStation Group

Key terms
Breadth: The “internal” strength 
or weakness of the market — that
is, the strength or weakness not
immediately reflected in price.
Breadth is typically derived from
some calculation of the number of
advancing stocks vs. the number of
declining stocks, the volume of
these stocks, or some combination
of the two. In addition to the TICK,
breadth is reflected in such 
indicators as the advance-decline
line and the TRIN (Arms Index). 

Fibonacci retracement:
Percentages based on ratios of 
numbers from the Fibonacci
sequence (see Technical Tool
Insight, p. xx) that some traders use
to determine likely retracement
levels and profit targets. The most
commonly used Fibonacci 
retracement percentages (rounded
off) are 38, 50 and 62 percent.






