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How to Recognize Sell Signals

Selling can be one of the trickiest parts of investing. Part of the problem 
is that most people don’t have any sell rules at all. This is a big mistake 
I learned the hard way when I was just starting out. I had picked the big 
winners of the cycle during a market uptrend, but I let my profits slip 
away until I ended up just even for the year. After doing an extensive 
analysis on what I did wrong, I came up with some basic sell rules to 
guide me in the future.

There are 3 main reasons to sell a stock: 1) protect capital; 2) lock in 
profits; 3) reduce exposure due to market distribution. 

Keep All Losses Small

Protecting capital should be your first priority. If you lose heavily, or if 
you get too far in the hole, it becomes increasingly difficult to just get 
back to even. Your defense is to cut your losses while they are small, 
7-8% from your purchase price. The fact is you aren’t going to be right 
on every stock; you might not even be right on half of them. But if you 
keep your losses small, you won’t get too hurt and you’ll live to fight an-
other day. Now the stock might come right back up after you sell, which 
can be frustrating. But don’t decide you’re just going to ignore the rule 
next time. The rule is in place to protect you from a catastrophic loss. 
It keeps your loss small and manageable, instead of letting it get large 
and disastrous. Our number one sell rule is that you must always cut 
losses at 7-8% from your purchase price, no matter what. This is the ab-
solute maximum, the average of your losses should actually be less.

Lock In Your Profits – Recognizing Climax Tops

Now let’s move from defense to offense. How do you lock in your gains 
when you find yourself with a big winner? In my experience it is often 
best to sell a big winner while it is still advancing and looks strong. The 
common fear is “what if it goes up more without me?” That may hap-
pen, but remember, your goal is not to sell at the very top price. That’s 
almost impossible to do. Rather, you just want to participate in the ma-
jority of the move. 

One of the easiest ways to sell a big winner into strength is to learn to 
recognize a climax top. A climax top occurs in many big winners where 
the stock has already run for a number of months then suddenly takes 
off and runs up much faster. There is euphoria surrounding the stock 
as investors become willing to pay increasingly higher prices for the 
stock because they “must” have it in their portfolio. This huge demand 
is unsustainable and when investors realize their mistake, the stock will 
usually come down very hard, and quickly. The tech bubble of 2000 
had many examples of climax tops, but it wasn’t the first. You could see 
the same action during the Dutch tulip bulb craze in 1637 or the South 
Seas bubble in England in 1720.

Here are a few signs that will help you recognize a climax top so you 
can sell while the demand is still hot, rather than waiting until everyone 
is heading for the exits.
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•  After already making a move up 18 or more weeks out of a first or 
second stage chart base, the stock suddenly accelerates. In many 
cases it will rise 25-50% in just one, two or three weeks. 

•  Many times on the daily chart, you’ll see the stock go up seven 
out of eight days, or eight out of ten days in a row. Often, one of 
the days will be the largest daily point gain of the entire move. On 
a weekly chart, the stock will often have the largest weekly price 
spread, from low to high, of the entire move.

•  Often the demand will be so great for the stock that it will create an 
“exhaustion gap” where the stock’s lows for the day are higher than 
the previous day’s highs. It is important that this occurs after the 
stock has already made a significant move.

•  Excessive stock splits can be a signal that a climax top may be near. 
Either with a high frequency of splits, two or more in the last year or 
so, or high split factors, such as 3-for-1 or 4-for-1 stock splits.

•  On a weekly logarithmic chart you can draw an upper channel line 
over several months, connecting the highs of at least three points. 
When the stock breaks above this channel line, it is a sign the up-
ward move is getting out of control.

•  You might also see a wide weekly spread followed by a week that 
retraces the same wide spread, from its low to its high, with vol-
ume remaining high. It shows up as two parallel vertical lines we call  
“railroad tracks.” 

With all of the above signals, it is important to remember that they oc-
cur after the stock has already made a significant move.

While the climax top is one of the easiest to recognize it can be emo-
tionally difficult to sell during this period. After all, you will be making a 
lot of money as the stock makes these huge point gains. By sticking to 
your rules, you will come out  ahead as you preserve your profits rather 
than watching them vanish quickly.

As always, you can see more educational examples in Investor’s Corner 
in IBD®.  Plus, visit our web site, Investors.com, to view more samples 
in the education section and the Daily Stock Analysis video.

The charts on the next two pages give you definitions of key features 
included in IBD chart examples.  You can use them as additional refer-
ences as you go through this booklet.

We look forward to helping you become a more successful investor.

William J. O’Neil
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Average weekly 
volume line

200-day moving 
average line

10-week moving 
average line

Weekly volume bars

Relative Price Strength Line 
vs. S&P 500. Uptrending line 
means stock is outperforming 
S&P 500. 

Stock splits

Weekly ChartCharles Schwab Increased 409% in 26 Weeks

Stock was already up 234% 
before making climax run

After already having made a substantial 
move, stock price accelerates over 50% 
in under 2 weeks

Buy point

Sell: climax top

High

Low
Close

Thin gray line means stock 
closed at a lower price than 
prior week’s closeThick black line means stock closed at 

a higher price than prior week’s close
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Charles Schwab Daily Chart

200-day moving 
average line

50-day moving 
average line

Exhaustion gap

Relative Price Strength Line 
vs. S&P 500. Uptrending line 
means stock is outperforming 
S&P 500. 

Daily price action

Daily volume bars

Daily charts show some signals 
that can’t be seen on a weekly 
chart. For example, 7 out of 8 
days up, exhaustion gaps, etc.

It can be very thrilling holding on 
to a stock during a climax run. You 
will be making a lot of money very 
quickly. But you must follow the 
rules and sell into the strength

Stock dropped 38% from the 
top in just a few days. You have 
to act fast or you will lose your 
profits quickly 

Stock was up 7 days in a row 
and had the largest daily point 
gain (up over 10% in one day)
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Qualcomm Increased 2091% in 42 Weeks

Analysts had raised price targets to 
a split-adjusted $250 as the stock 
was topping. Just another reason 
to ignore other people’s opinions

Buy point from 
initial base

Stock breaks out of high tight 
flag and goes into climax 
run. This is a later stage 
base, you don’t have to wait 
18 weeks from this breakout

Excessive splits: 4-for-1 
split comes just 7 months 
after previous split

Sell: climax top

Widest weekly spread
Weekly Chart
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Qualcomm Daily Chart

Exhaustion gap and largest 
daily point gain: up over 
30% in one day

4-for-1 split 
occurred on 
peak day

This looked like a climax but it held 
tight afterwards and formed a high 
tight flag. If you sold, would you 
be able to buy it back?
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T C B Y Increased 314% in 32 Weeks Weekly Chart

Sell: breaks upper 
channel line

Note: 3 points on a logarithmic weekly 
chart are used over several months in 
order to draw a proper trend line

Not a climax top: too early in 
the move out of an initial base

Late stage base

Buy point Excessive splits: 3 splits 
in one year

Sell: climax top
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T C B Y

Sell: climax top

Daily Chart

Stock drops 35% in one day. It is 
important to sell into strength. Don’t 
hesitate and think you can get a 
couple more points out of the stock

12 out of 13 days up and 
up over 60% in 2 weeks

Volume increases 
during climax run

Highest volume 
since beginning of 
move on huge drop
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Bethlehem Steel Increased 1479% in 99 Weeks

Sell: climax top

Weekly Chart

Buy point

Stock price is up over 
50% in 3 weeks

This is 20 weeks after the 
high tight flag; enough time 
for this to be a climax top

Market was closed 
for a period during 
World War I
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Bethlehem Steel Daily Chart

Exhaustion gap followed by 
largest daily point gain

Gains from the climax are 
wiped out in just 3 weeks

The stocks are different, the times 
are different, but human nature 
remains the same. This stock is 
from 1916 but it looks the same as 
stocks from the tech bubble of 2000

Stock had 8 out of 
10 days up
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Wright Aeronautical Increased 464% in 76 Weeks

Sell: climax top

Breakout from 3rd stage 
base; don’t need to wait 
18 weeks for climax top

Buy point from initial base

Weekly Chart
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Wright Aeronautical Daily Chart

Exhaustion gap and 
7 out of 8 days up

Stock is up 
63% in 9 days
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Analog Devices Increased 393% in 45 weeks Weekly Chart

Sell: railroad tracks

Note: Wide weekly spread with 
the second week retracing the 
same price territory as the first

Volume increases in 
second week. This is also 
heavy volume without 
further price progress up



Subscriber Services

Educational Hotline
Call 800-664-2013 to get  instant answers to your questions about using 
IBD®, Investors.com and the CAN SLIM®  Investment System. 
Available M-F 5:30am-4:30pm and Sat 7:00am-3:30pm (PT)

Investors.com
Don’t forget to take advantage of all the powerful investing tools and stock 
lists at our website, www.investors.com

Call Now!
800-459-6706 
(Hours: 5:30am-4:30pm, Monday - Friday / 7:00am-3:30pm, Saturday) 

IBD’s Level II Investing Workshop now 
available in a Home Study Program!

IBD HoMe STuDy KIT INCLuDeS:

4 DVD’s of Instruction on:
	 •	Foundations	for	Investing	
  and Intro to the 
  CAN SLIM® Investment 
  System
	 •	Market	Timing
	 •	Technical	Analysis	of	
  Bases
	 •	Technical	Analysis	of	
  Tops and Managing 
  your Portfolio

1 Workbook to help you learn and apply the strategies

FREE GIFT! - Handy tote bag embroidered with the IBD® logo

New! 
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