Lesson 7
Double Top (Reversal)
1. Terms




* Gap
* Volume
2. Introduction
The double top is found in a significant uptrend market of several months. It is made up of two consecutive peaks that are roughly equal and a moderate trough in between. It gets confirmed by breaking the support at the lowest point between the peaks.
3. Discussion
* First Peak: marks the highest point of the current trend.

* Trough: 
A 10% to 20% decline takes place after the first peak. 
Volume on the decline from the first peak is usually inconsequential.
* Second Peak: 
The advance off the lows usually occurs with low volume.
Resistance from the first peak should be expected. 
The time period between peaks can vary from a few weeks to many months. Ideally, it should be 1 month or longer.
* Decline from Second Peak: 
 
Increase in volume
An accelerated descent perhaps marked with a gap or two. It indicates that demands are weaker than supply and a support test is imminent.

* Support Break: 
Breaking the support from the lowest point between the peaks completes the double top. 

There is an increase in volume and/or an accelerated descent.

* Support Turned Resistance: 
Broken support becomes resistance
Sometimes there is a reaction rally to test this newfound resistance. The test can offer a second chance to exit a position or initiate a short.

* Price Target: 
The price target = price of support break – the   price difference of the support break and the peak

Note: This means that the bigger the formation of the double top, the larger the potential decline.

4. Comments

* The double top marks a trend change from bullish to bearish. The change is at least an intermediate change, if not long-term change. 

* Many potential double tops can form along the way up.
* The double top reversal cannot be confirmed until key a support is broken. 

* Ideally the peaks should be separated by about a month or longer. If the peaks are too close they could just represent normal resistance rather than a lasting change in trend. 
* Ensure that the low between the peaks declines at least 10%. Declines of less than 10% may not be indicative of a significant increase in selling pressure. 
* Wait for support to be broken with confirmation.

An expansion of volume
A time filter might require the support break to hold for 3 days. 

* It is hard to find a perfect double top from the stock index like NASDAQ, SP500 or Dow. The decline of 10% is especially hard to meet. If on is found one it is normally the top of a bull market.

