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The picture above is a basic outline of the broadening top formation as described by John J. 
Murphy in his book, “Technical Analysis of the Futures Markets,”(pp. 150-152) published in 
1986.   

He summarizes, “First of all, the broadening formation is a relatively rare pattern.  When it does 
appear, however, it’s usually at an important market top.  It looks like an expanding triangle with 
three successively higher peaks and two declining troughs.  The wider price swings are 
accompanied by gradually increased trading activity.  The resolution of the formation is signaled 
by the violation of the second low (point 4) after the completion of the third peak (point 5).” 

While John compares the broadening formation as a triangle in reverse, I would like to compare 
it as the inverse of an ending diagonal or wedge formation.  While some broadening formations 
have a horizontal axis, many have a diagonal axis and fall in the same category.  It is the 
opposite of a diagonal pattern where volume diminishes as the pattern develops.  In this case, the 
volume tends to expand with each price swing, giving the appearance of market support for each 
breakout.  Traders get the surprise of their lives when the market promptly reverses in the other 
direction.  John Murphy says, “This situation represents a market that is out of control and 
unusually emotional.” 

Let’s look at the major indices to see how this pattern has developed. 



What may come 
as a surprise to 
many, there are 
two probable 
broadening 
formations in the 
Industrials.  I call 
them the parent 
fractal and the 
child fractal, an 
extension of the 
parent.  The 
numbers are 
meant to 
correspond with 
the pivots points 
on the 
broadening 
formation, but 
could also be 
interpreted as 
Elliott Wave 

labels as well.  If the Elliot Wave rules apply, we are given a natural limit on point (wave) 5 of 
10,881.  Currently, point 5 is lower than point 3 and may not be required to exceed it.   This 
would be considered a truncation and may increase the probability for a bearish outcome.   

 

 The SPX shows 
a similar profile 
as the INDU.  
Although point 5 
has not reached 
the upper 
trendline, it has 
exceeded point 3, 
which implies 
that completion 
is very near.  
Applying the 
Elliott Wave 
Principles, the 
natural top for 
point (wave) 5 
may not exceed 
1165.   



 

The NDX 
reminds me of a 
reverse-
engineered 
ending diagonal.  
Both the parent 
and child fractals 
have a diagonal 
tilt that adds 
credence that the 
end may be near.  
Again, the Elliott 
Wave Principles 
suggest that point 
5 may not exceed 
1957.00.  If this 
is so, then a 
reversal may be 
imminent.   

 

 

Finally, the 
Russell 2000, the 
index which is 
most loved by 
speculators, is 
also nearing 
completion.  It 
has a natural 
target of 705.00, 
based on 
guidelines for 
zig-zag waves.  
There is no 
assurance that 
this target will be 
met.   

 

 

 



As a further note, the Russell 2000 has rallied 98% from its 2009 low.  The NDX rallied 85.7% 
from its low last March.  The S&P 500 rallied 73.5% and the Industrials rallied 65.8%.  This 
indicates that the participation by all investors has been robust.  Since the broadening formation 
indicates an unusual amount of public participation, it could now be said that the average 
investor is “all in.”   

Many analysts will agree with John Murphy’s comment that, “This situation represents a market 
that is out of control and unusually emotional.”  In fact, I have been told, “There is something 
wrong with this market” a number of times by other traders.  The final climax of point 5 may 
mark the end of this phase of “irrational exuberance” by many investors.   


