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INTRODUCTION: THE BLUEPRINT
OF MODERN MARKET ANALYSIS

Few books have shaped the financial
world as profoundly as Technical
Analysis Of Stock Trends By
Edwards And Magee. First published in
1948, this monumental work remains the
definitive bible for traders and analysts
who seek to understand market
movements through price action and
chart patterns. Robert D. Edwards and

John Magee did not simply write a book;
they created a systematic framework
that transformed the art of speculation
into a disciplined science. For anyone
serious about navigating equities,
commodities, or cryptocurrencies,
understanding the principles laid out in
this text is not optional—it is essential.
This article explores the core tenets of
their methodology, the lasting relevance
of their work, and how you can apply
these timeless concepts to modern
trading.
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CLASSIC

To appreciate the profound impact of
Technical Analysis Of Stock Trends
By Edwards And Magee, one must
first understand the era in which it was
written. The late 1940s were a period of
cautious optimism following the Great
Depression and World War II. The stock
market was gaining renewed interest,
but tools for analysis were primitive.
Edwards, an economist, and Magee, a
stockbroker and chartist, combined their
talents to codify the observations of
earlier market pioneers, most notably
Charles Dow, the founder of the Dow
Jones Industrial Average.

Their goal was remarkably ambitious: to
determine whether stock prices moved
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could be used to forecast future
movements. They believed that all
known information about a
stock—earnings, dividends,
management quality, and even trader
psychology—was ultimately reflected in
its price and volume. By studying charts,
they argued, an investor could discern
the trends that governed market
behavior and make decisions with a
probabilistic edge, rather than relying on
hunches or inside tips.

The Dow Theory
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Connection

The foundation of the Edwards and
Magee approach is rooted in the Dow
Theory. However, they refined and
expanded upon it. Charles Dow’s original
ideas about primary, secondary, and
minor trends were given a concrete,
visual form. Edwards and Magee defined
specific rules for identifying trend
changes, moving beyond general market
commentary to precise, actionable
signals. They emphasized that the
market discounts everything and that
price movements occur in trends, which
persist until a clear reversal signal
emerges. This bedrock principle
underpins every chart pattern and
technical indicator used today.

CORE CONCEPTS OF TREND
ANALYSIS

The primary focus of Technical
Analysis Of Stock Trends By
Edwards And Magee is the
identification and classification of trends.
They argued that the market moves not
in a straight line but in a series of
waves—zigzags of peaks and troughs.
Understanding these waves is the first
step toward successful trading.

Primary,
Secondary, and



decline that retraces a portion of

M | n O r Tre n d S the previous advance. These are

often driven by profit-taking,
Edwards and Magee categorized trends negative news, or short-term

into three distinct timeframes: uncertainty, but they do not

reverse the primary direction.

e Minor Trends: These are short-
term fluctuations, lasting a few
days to a few weeks. They are
often random and difficult to
predict. Edwards and Magee
advised traders to ignore minor
movements and focus on the
larger structure.

e Primary Trends: These are the
major, long-term movements that
last from several months to
several years. A bull market
consists of a series of rising peaks
and troughs, while a bear market
consists of declining peaks and
troughs. Identifying the primary
trend is the most critical decision

;"r a”yc:”"es;"r- tione: Th THE LANGUAGE OF THE MARKET:
econdary Reactions: ese are CHART PATTERNS

intermediate corrections or rallies

that move against the primary What makes Technical Analysis Of
trend. In a bull market, a Stock Trends By Edwards And
secondary reaction is a sharp Magee so enduringly popular is its
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exhaustive cataloging of chart patterns.
These are the geometric formations
created by price movements that signal
potential future direction. The authors
believed these patterns reflect the
collective psychology of market
participants—greed, fear, hope, and
uncertainty.

Reversal
Patterns

Reversal patterns indicate that an
existing trend is losing momentum and
is about to change direction. The most
famous of these is the Head and
Shoulders pattern.

¢ Head and Shoulders: This

pattern consists of three peaks: a
higher middle peak (the head)
flanked by two lower peaks (the
shoulders). A neckline connects
the troughs between the peaks. A
break below the neckline signals a
trend reversal from bullish to
bearish. Edwards and Magee
provided precise rules for
measuring the potential price
target after the breakout.
Rounding Bottoms and Tops:
These patterns, also known as
saucers, represent a slow, gradual
reversal of trend. They are less
common but often signal strong,
lasting moves.

V Formations: These are sharp,
abrupt reversals that occur in
volatile markets. They are the



most difficult to trade because
they offer little advance warning.

Continuation
Patterns

Continuation patterns suggest that the
existing trend is merely pausing before
resuming its course. They are often
periods of consolidation where the
market catches its breath.

e Triangles: Symmetrical triangles
represent a period of indecision,
with price making lower highs and
higher lows. Ascending triangles
are bullish, and descending
triangles are bearish. Edwards and
Magee provided detailed criteria

for valid triangle formations,
including minimum width and
volume characteristics.

Flags and Pennants: These are
short-term patterns that slope
against the prevailing trend. A bull
flag is a small downward
consolidation within an uptrend.
They are typically resolved in the
direction of the prior move.
Wedge Formations: Similar to
triangles but with both boundaries
sloping in the same direction.
Rising wedges are bearish, and
falling wedges are bullish.
Rectangles: These are trading
ranges where price moves
between horizontal support and
resistance levels. They indicate a
pause in the trend and often lead
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to a continuation in the same
direction.

THE CRITICAL ROLE OF VOLUME

While price action is the star of the show
in Technical Analysis Of Stock
Trends By Edwards And Magee,
volume plays a crucial supporting role.
Edwards and Magee considered volume
a confirming indicator that validates the
strength of a price move. They
established several key principles:

e Volume should expand in the
direction of the primary trend. In a
bull market, volume increases on
up days and decreases on down
days (during secondary reactions).

e A breakout from a chart pattern
should be accompanied by a

significant increase in volume. A
breakout on low volume is suspect
and likely to fail (a "false
breakout").

e Volume patterns can also help
identify climaxes. A sharp price
move on extremely high volume
often marks the end of a trend, as
all potential buyers or sellers have
been exhausted.

SUPPORT AND RESISTANCE: THE
INVISIBLE LINES

A cornerstone of the Edwards and Magee
methodology is the concept of support
and resistance. These are price levels
where the market tends to find a floor
(support) or a ceiling (resistance). They
are not arbitrary lines but are based on
prior price history.



How They Form

e Prior Tops and Bottoms: A
previous high often becomes a
resistance level on subsequent
advances. A previous low often
becomes a support level on
subsequent declines.

e Trendlines: Drawn by connecting
successive higher lows (in an
uptrend) or lower highs (in a
downtrend). A break of a trendline
is often an early warning of a trend
change.

e Moving Averages: While not a
core part of the original 1948 text,
later editions incorporated moving
averages as dynamic support and
resistance levels, a natural

extension of the trend-following
philosophy.

Edwards and Magee emphasized that
once a support level is broken, it often
becomes a resistance level, and vice
versa. This "role reversal" is a powerful
concept for identifying future turning
points.

THE EDWARDS AND MAGEE
METHODOLOGY IN PRACTICE

How does one actually implement the
principles of Technical Analysis Of
Stock Trends By Edwards And
Magee in a systematic way? The
authors were adamant that trading
should be rule-based, not emotional.
They advocated for a disciplined
approach:
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. Define the current trend: Use
swing highs and swing lows to
determine if the market is in an
uptrend, downtrend, or trading
range.

. ldentify potential patterns:
Scan charts for recognizable
formations like head and
shoulders, triangles, or flags.

. Wait for confirmation: Do not
act on a suspected pattern until a
breakout occurs. The breakout
must be accompanied by rising
volume.

. Set a price target: Use the
measuring techniques described in
the book to project how far the
move is likely to go.

. Place a stop-loss: Protect your
capital by placing a stop-loss order

just beyond the pattern's
boundary. If the breakout fails, you
exit with a small loss.

6. Manage the position: As the
trend progresses, trail your stop-
loss to lock in profits. Do not exit
prematurely based on minor
fluctuations.

THE ENDURING LEGACY AND
MODERN RELEVANCE

It is a testament to the genius of
Edwards and Magee that their book
remains required reading for the
Chartered Market Technician (CMT)
designation and is cited by nearly every
serious technical analyst. In an age of
algorithmic trading, artificial intelligence,
and high-frequency trading, one might
ask: does a book written in 1948 still
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matter? The answer is an emphatic yes.

Human psychology has not changed.
Fear and greed still drive market cycles.
The patterns described by Edwards and
Magee—head and shoulders, triangles,
support and resistance—are not
arbitrary; they are visual representations
of collective human behavior. High-
frequency trading algorithms may
execute orders in microseconds, but
they are still designed to exploit these
same human-driven patterns.
Furthermore, the emphasis on risk
management and discipline is more
relevant than ever. The book teaches
traders to think probabilistically, to
accept that no pattern is 100% accurate,
and to treat trading as a business of
managing risk, not making predictions.

Criticisms and
Considerations

No method is perfect, and the Edwards
and Magee approach has its critics.
Some argue that pattern recognition is
subjective—one trader may see a head
and shoulders where another sees a
trading range. Others point out that in
the age of electronic trading and global
markets, patterns may form differently
than they did in the mid-20th century.
Additionally, the reliance on closing
prices (as Edwards and Magee
advocated) may miss intraday volatility
that modern traders exploit. However,
even critics acknowledge the
foundational importance of the work.
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The patterns work sufficiently often to CONCLUSION
provide a statistical edge, especially . .
when combined with other forms of Technical Analysis Of Stock Trends
analysis like volume and momentum By Edward; A"d Magee is more. tha.n
indicators. just a book; it is a complete education in
how markets function.
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