
Using Reversal Levels

Prerequisites: none

Quick intro

As an investor it is not always easy to avoid information overload, especially when there is 
market turbulence. And research shows that a normal human brain can not consider more 
than 4-7 different pieces of information at once. More is not always better. Our reversal levels 
tables aim to solve that problem by bringing together three proprietary indicators to create a 
convenient cheat sheet:

1 - The reversal level itself (“RevL”) is used on a "bullish above, bearish below" basis. This is 
not a simple moving average, but based on an algorithm built for this purpose. It is the 
backbone of the method, allowing for a systematic approach to investing.

2 - The second important factor is the “MoM” indicator. This quantifies the momentum of the 
given stock or index as it moves above and below its reversal level.

3 – Lastly we have “R” (short for Rela). This factor is a measure of performance versus the 
S&P 500, the main benchmark we try to beat. Stocks with a high R value are outperforming 
the market and that’s useful to know.

Before we explore them in more detail, here is a quick example table, showing where you can 
find them:

(Note: stocks above their RevL are in green mode, otherwise red. When MoM changes direction, it is shown with  
a yellow background. The R value shows green if positive (=outperformer), pink if negative, and the small 
number to the right shows for how many weeks that has been the case.)



The Reversal Level (RevL)

A stock is acting bullish as long as it keeps closing above its reversal level, and bearish as 
long as it closes below its reversal level.

Of course, some traders are using moving averages in that fashion. But simple or exponential 
moving averages are not the optimal way to do this. It doesn’t matter if you use 20 days, 50 
days or 200 days for calculating your average, there is no optimal number. Reversal levels 
are not moving averages and take market “speed” into account, among other things. That 
makes a difference.

In our daily tables you find the current reversal level for each stock. That means it is the level 
we will use today to determine bullish/bearish for tomorrow’s trading session.

E.g. let’s say MSFT closed at $100 and today’s RevL is given as $100.70, then the stock is in 
bearish mode (because it’s below its RevL). If it goes on to close above $100.70 in today’s 
trading session, then that would become a Buy signal for tomorrow and the start of bullish 
mode.

In our tables we use a weekly and a daily reversal level. One is for the longer term, the other 
is more short term. That’s why a stock can be in a bullish trend and in bearish mode (green + 
red). What would be called a correction in a bull market. 

The MoM indicator

The MoM indicator is an oscillator showing market momentum on a numerical scale between 
+10 and -10.

It has a strong correlation with where a stock is versus its RevL.If a stock is far above it’s 
RevL then MoM will typically be high, and the reverse is the case when a stock has fallen well 
below its RevL. This indicator is more smooth and accurate than the widely used RSI. Various 
levels in the MoM indicator correspond to market mood:

• +8 to +10: very optimistic – euphoric
• +5 to +8: optimistic
• +3 to +5: positive
• -3 to +3: neutral
• -3 to -5: negative
• -8 to -5: pessimistic
• -10 to -8: very pessimistic – depressed



Besides the MoM level, we also use its direction:

• In a healthy rally, the MoM indicator is normally rising together with the stock or index.
• If MoM starts going down after a significant rally (green mode) it is an indication of a 
possible peak or the start of a consolidation phase. This changes the market mode to light 
green.
• If MoM starts inching up after a sustained slide (red mode) it is an indication of a possible 
bottom or the start of a sideways phase. This changes the market mode to pink.
• For a rising stock or index MoM is typically moving between +3 and +10, and mode can 
change between green and light green several times before a Sell signal occurs.
• For a declining stock or index MoM usually fluctuates between -3 and -10, and mode can 
switch between red and pink several times before a Buy signal is generated.
• Ordinary pullbacks in an ongoing bull market generally end with MoM bottoming out in the 
neutral zone ( -3 to +3) before turning back up.
• Bear market rallies often end with MoM peaking out in the neutral zone ( -3 to +3) before 
turning back down.
• Major rallies will push MoM into the high +8 zone. When this happens there is an increasing 
risk for a sudden pullback or the start of a sideways pause. But, the first +8 reading after a 
major low is usually not “THE” peak. It is common to get a series of +8 MoM peaks on the 
way up. It’s never easy to pick the top. If MoM goes to +9 or even +10 it is runaway bullish 
and then we can hold on until it falls back below +8
• Major lows are marked by MoM dropping into the -8 zone. We can get ready to buy a starter 
position in quality companies when this happens. But not rarely there will be a second lower 
low with bullish divergence. So, it can be a good idea to buy in several smaller tranches at 
subsequent MoM lows. If MoM falls to -9 or even -10 it is extremely bearish and possibly a 
panic situation. Then it is often wise to postpone any speculative buying until MoM gets back 
above -8.

An old article from 2017, showing historic examples of how extremes in MoM indicator tend to 
coincide with market tops and bottoms, can still be found here: 
https://blog.lunatictrader.com/2017/02/20/mom-will-take-care-of-you/

https://blog.lunatictrader.com/2017/02/20/mom-will-take-care-of-you/


The R (Rela)

Money tends to flow towards the leading companies of the day. We don’t want to avoid those 
stocks. Companies like Apple, Amazon Tesla, Nvidia started out quite small and often without 
profits for years. They achieved mega cap status by growing and going up faster than the 
overall market year after year. 

So, it’s better not to focus on lagging stocks/sectors or microcaps too much. That’s just 
making your own life difficult. If a stock is very cheap there is usually a reason. Of course, 
lagging stocks will also have a rebound rally once in a while, and a few of them may turn 
around and become new leaders. But for longer term positions we want to stick mostly to 
growing companies in sectors that are doing well or at least starting to (do well). 

R is a very good measure of relative performance compared to S&P 500. A lagging stock 
needs to stop lagging if it is to become a solid performer that lifts up our portfolio. Fortunately 
we don’t need to forecast when a stock will stop lagging. If R turns positive there is still time to 
get in on the action.

A quick look at some examples from the Nasdaq 100 (You can sort the tables by clicking on 
the “R” header.):

We can see a lot of usual suspects in this sorted list, with PLTR having the highest R score, 
followed by AVGO and APP. It’s not rare for a leading stock to outperform for over 100 weeks.

Note that nine out of the fourteen stocks with highest R in this table are currently (Sep 2, 
2025) in bearish mode. MSTR is even a double red. This implies buy and spBuy signals in 
stocks with a strong positive R will happen from time to time. That are the chances to get into 
leading stocks after a pullback or correction in the markets.



Of course, all outperformance will come to an end some day. New leaders emerge and the 
old ones become average market performers or worse. Think IBM, Exxon or General Electric.

The R values are recalculated every week. If a stock we own for months or years becomes a 
weak performer, shown by a negative R value, then we can always decide to part with it at the 
first good opportunity.

Putting things together

The RevL combined with MoM is used to generate the color codes seen on the left side of the 
tables. There are four possibilities:

• Green: bullish with upward momentum (MoM). The stock is above its reversal level and 
rising.
• Light Green: weak bullish with downward momentum (MoM). The stock remains above its 
reversal level, but is starting to weaken. This can indicate consolidation or the start of a pull 
back.
• Red: bearish with downward momentum (MoM). The stock is below its reversal level and 
moving lower.
• Pink: mild bearish with upward momentum (MoM). The stock remains below its reversal 
level, but is attempting to recover. This can indicate a sideways range or the start of a 
rebound. 

A Buy (or Sell) signal is triggered whenever the stock crosses above (or below) the reversal 
level (on a closing basis). This is marked in the "Action" column to make them easy to spot. In 
the basic strategy a stock is held as long as the mode stays green (or light green). That can 
be for a few days, weeks, or even months... 

We use a daily and a weekly reversal level, which determines the weekly trend (“Tr”) and the 
daily “Mode”. That gives a total of 16 possible color combinations if we consider Tr + Mode. 
But don’t worry about that. The first ones to grasp are:

• Double green : fully bullish

• Double red: fully bearish

• Green Tr + Red Mode: pullback or pause in a bull market

• Red Tr + Green Mode: rebound or pause in a bear market



Upward or downward MoM, which causes the light green or pink modes, just adds nuance to 
those four main situations. Here a few examples, with 3 very different situations:

• AMD is in a weak bullish trend (Tr), light green, and in bearish mode, red. That means a 
pullback in an up trend. The bullish trend started 15 weeks ago. We see this stock has a 
positive R value. This has been a solid performer recently, but is currently pulling back and 
down 2.13% since the Sell signal 8 days ago. A stock that is green-red can always go two 
ways: it can become double red, or double green. We can wait until a next Buy signal 
happens and then this can be a good stock to pick up if R is still positive.

• ABNB is in a bearish trend (Tr), and in a weak bullish daily mode. That suggests a rally 
attempt in a bear market. R is negative, so this has been a weak performer (for 64 weeks 
already). You may decide that this stock is not worth keeping (if you own it) and get out with 
the small 1.7% loss that could currently be taken. Lagging stocks can stay weak for a long 
time. That’s what short sellers try to benefit from.

• GOOG is double green, the strongest situation we can have. That’s a fully bullish situation. 
And its R turned positive 1 week ago (see the tiny number at the right). If you own it then this 
is a keeper. It’s already up 21% since the Buy signal 46 days ago (see Days column), and 
there is no reason to sell a double green situation with strong R. If you don’t own it, then it’s 
better to wait for a next pullback. The next time MoM bottoms out near zero you may see a 
good (re)entry chance. That’s an advanced technique explained in the strategy files for 
subscribers.

Bottom line: we don’t buy blindly because trend and/or mode are showing green. The idea is 
to wait for a good signal (e.g. Buy or spBuy) to get in, preferably in stocks with a healthy R 
value. Stocks with a negative R can be suitable for a speculative buy (spBuy) if the company 
is healthy. But that is more advanced stuff.

***

For some stocks you will see extra information in the “Action column”. Hoovering (or tapping) 
on the text will then give popup info for the given situation.

Here is an example for ADBE:



ADBE is on a Sell signal and has gone double red. That’s fully bearish. It also has a very low 
R. By hoovering over “Sell” we see the popup telling us ”Sell at next Open”. In our more 
advanced strategies this can also be handled differently, but that’s beyond the scope of this 
introductory PDF.

Next is AMZN:

AMZN is on a dSell signal. It’s still double green, but it’s light green. When MoM points down 
we are a bit more cautious. The stock still has a positive R, outperforming for 115 straight 
weeks. dSell is a more rare signal, indicating a bearish divergence and the popup text tells us 
the standard action for it. 

The complete list of terms that can appear in the Action column:
• Buy => Mode turns bullish. Buy at next Open or put in a limit order to buy on weakness.
• Sell => Mode turns bearish. Sell at next Open.
• wBuy (Weak Buy) => Mode turns bullish, but MoM still points down. Weak Buy signal. Buy 
at next Open or put in a limit order to buy on weakness.
• spBuy (Speculative Buy) => Good potential for a short term bounce. Can be used with 
QuickTarget.
• spBuy+ (Speculative Buy+) => Good potential for a short and medium term bounce. Can be 
used with QuickTarget.
• spBuy++ (Speculative Buy++) => Very good potential for a short and medium term bounce. 
Can be used with QuickTarget.



• pP (Partial profits) => Good chance to take some money off the table. Can also be used for 
shorting with QuickTarget.
• pP+ (Partial profits) => Very good chance to take some money off the table. Can also be 
used for shorting with QuickTarget.
• Add => Bullish continuation. Can add to long positions if partial profits were taken earlier on.
• AddSh (Add short) => Bearish continuation. Can be used to add to short positions.
• dBuy (Divergence Buy) => Bullish divergence. MoM indicates increasing upside potential. 
Can be used as a speculative early Buy.
• dSell (Divergence Sell) => Bearish divergence. MoM indicates increasing downside 
potential. Probably a failing rally. Can be used to take some profits or exit early.
• Empty => no action. Hold if mode is bullish/green. Stay out (or short) if mode is bearish/red. 

Other popup info:
• The weekly trend(Tr) column shows a small number indicating how many weeks the stock 
has been bullish(green) or bearish(red) based on the weekly reversal levels. Hover the mouse 
or tap on it to get more details.
• Hovering or tapping in the RevL column will show the “QuickTarget” and "Opportunist Price” 
for the given stock. This is useful for short term trades (advanced strategies).
• Hovering/tapping on a number in the "Days" column will show when the latest Buy/Sell was 
given and at what Open price. Can be used to track or verify the "P/L%" for a stock.
• Hovering/tapping on an item in the Action column will show the strategic advice.

Trading styles

• Conservative investors and new users best start with the regular buy and sell signals and 
can negate the info about speculative buys and short selling. This basic strategy is a trend 
following method and the aim is to participate in the bulk of a move with a minimum of risk. 

• Speculative buying opportunities (spBuy, spBuy+ and spBuy++) often allow us to pick up 
stocks within days of a major low. Some quick profit can be taken when the stock approaches 
its daily reversal level. But we can also hold on for a possible break out above the daily 
reversal level (which makes it a standard buy). We would then be in a profitable trade that has 
gone in green mode and handle it accordingly.



• Short selling for medium and longer term can be done on Sell, pP, pP+ and dSell signals. 
Shorting is not for everybody. If you are convinced the market (or a particular stock) is 
overvalued and ready for a drop, then you can use these signals to go short. Profit (or loss) 
on short positions can be taken when the next regular sell signal appears (for a very quick 
trade), or when a spBuy or dBuy signal comes along (which usually takes longer).

• If you prefer longer term buy and hold then we have “The Switch” strategy, which enters 
trades on a daily Buy or spBuy signal and then shifts to using the weekly trend (Tr) for a long 
time position. (advanced strategies)

Stay connected

Reversal levels has been available since 2015: https://www.reversallevels.com/

You can get familiar with our method by following the demo portfolio (updated daily): 
https://blog.reversallevels.com/

On social media we share daily comments and observations: https://x.com/lunatictrader1, 
https://t.me/ReversalLevels and https://stocktwits.com/LunaticTrader

If you are a self-directed investor or trader looking for a practical way to improve your results, 
then feel welcome to subscribe. For a small investment you get the full coverage of over 3000 
stocks, indexes and crypto. Including access to our more advanced strategies: 

Monthly ($22 / mo) - 6 Months ($110 / 6mo) - 1 Year ($199 / year)

Copyright     https://www.reversallevels.com/
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