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I first became aware of a potential broadening top formation last August, as my cyclical studies
suggested a peak in August followed by a potential decline into the fall of 2009. That was not to
happen, but | remained piqued by the continued behavior of the DJIA shown in the chart below.
It seems that the upper trendline defined the top of each new rally as it attempted each new high.
So | kept track of the formation as a matter of routine to see what would happen next.

Finally, in December a new broadening formation began to appear. | warned about it and, sure
enough, the market declined in mid-January. That’s broadening top formation number 2.

Finally, in the last couple of days, a subscriber warned me about yet another broadening
formation developing in the major indexes. This time I think we really have trouble at Broad and
Wall.

Edwards & Magee, in Technical Analysis of Stock Trends point out the salient characteristics
of what they refer to as the “Orthodox Broadening Top.” They conclude, “The Orthodox
Broadening Top has three peaks at successively higher levels and, between them, two bottoms
with the second bottom lower than the first. The assumption has been that it is completed and in
effect as an important reversal indication just as soon as the reaction from its third peak carries
below the level of its second bottom.” (p. 155)

John J. Murphy, in his Technical Analysis of the Futures Markets suggests, “The volume
pattern also differs in this formation. In other triangular patterns, volume tends to diminish as
the price swings tend to grow narrower. Just the opposite happens in the broadening formation.
The volume tends to expand with the wider price swings.”(p. 150) Many analysts can attest to
that, since we have seen volume spikes on both up and down days.
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The last head and shoulders pattern may be just the tip of the iceberg. It appears to warn of
imminent failure of the entire broadening top pattern, in my opinion. This is why | have
included the daily chart with the three successively larger broadening formations. It may be that
one or more of them may be activated in due course resulting in a cascading decline at each
activation of the successively larger broadening formations.

Investors who wish to know more about the subscription and management services of The
Practical Investor, LLC may contact me at tonyc@thepracticalinvestor.com or through the
website at www.thepraciticalinvestor.com.

Thank you and good trading!
Anthony M. Cherniawski
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Disclaimer: Nothing in this email should be construed as a personal recommendation to buy, hold
or sell short any security. The Practical Investor, LLC (TPI) may provide a status report of certain
indexes or their proxies using a proprietary model. At no time shall a reader be justified in
inferring that personal investment advice is intended. Investing carries certain risks of losses and
leveraged products and futures may be especially volatile. Information provided by TPI is
expressed in good faith, but is not guaranteed. A perfect market service does not exist. Long-
term success in the market demands recognition that error and uncertainty are a part of any effort
to assess the probable outcome of any given investment. Please consult your financial advisor to
explain all risks before making any investment decision. It is not possible to invest in any index.

The use of web-linked articles is meant to be informational in nature. It is not intended as an endorsement
of their content and does not necessarily reflect the opinion of Anthony M. Cherniawski or The Practical
Investor, LLC.

P.O. Box 129 M Holt, Ml 48842 W (517) 699-1554 M Fax: (517) 699-1558
Email: tpi @thepracticalinvestor.com B www.thepracticalinvestor.com



