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Rounding Top
Pattern:
Optimism
rounded off by
pessimism

Stocks as an asset class are volatile, responding to
multiple triggers, including earnings reports, news
flows, future expectations, etc. A series of positive
triggers can cause a significant upward movement
fuelled by optimism, and prices appreciate sharply.
Subsequently, the buying momentum slows as the
triggers reduce or the news flows become well-known.
This leads to a period of consolidation. However, if the
built-in expectations fail to come through quickly or the
results and guidance start to turn downbeat, traders
tend to get impatient and start selling. Separately,
investors who buy at expensive valuations may start
doubting their initial thesis and may even consider
exiting their investment. Initially, this happens slowly,
but eventually, the selling snowballs, leading to a price
correction.
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An interesting paradox observed in stock price movements. When stocks fall sharply, they tend to recover quickly. However, when prices
rise sharply, the selloff is slow, leading to what is known as a rounding top formation.

What is a rounding top formation?

A rounding top is formed after a sharp build-up followed by slow but steady consolidation with declining confidence and then a
snowball-like effect when it seems like everyone has simultaneously lost conviction.
This pattern is characterised by the following properties:

It typically forms at the end of an extended The pattern is marked by a rounded shape where prices
upward trend and may indicate a reversal in initially trend higher, then taper off, and subsequently
the long-term price movement. trend lower. The support price level is generally

identified at the base of this formation.

What does a rounding top pattern indicate?

This pattern suggests a gradual transition from an uptrend to a downtrend, often accompanied by decreasing trading volume during the
formation phase and an increase in volume as the price begins to decline. The breach of a significant support level, typically marked by the
neckline of the pattern, serves as a confirmation of the bearish reversal and highlights the potential for downside risk.

Investors should exercise caution upon observing this chart formation, as it often signifies a potential trend reversal.

If results start to improve, the buyers start coming in again, and the bullish trend resumes. However, if the sentiment continues to worsen,
a rounding top could quickly turn into a significant sell off.

Where are we currently seeing the rounding
top formation?

In 2024, the Nifty Auto index performed significantly well for much of the year before the rally started to lose steam. This rally was driven
by a surge in demand for automobiles, including passenger cars, commercial vehicles, and two-wheelers. Government initiatives and
policies further boosted manufacturing and exports, contributing to the sector's growth.



Exhibit: Sectoral performance as of 31st Dec 2024

Sectoral Index 1y
Nifty Pharma 26.26%
Nifty Consumer Durables 21.43%
Nifty IT 20.47%
Nifty Auto 19.59%
Nifty Financial Services 5.16%
Nifty Oil And Gas 4.33%
Nifty Realty 2.26%
Nifty Metal 0.67%
Nifty PSU Bank 0.62%
Nifty FMCG -0.12%
Nifty Pvt Bank -3.78%
Nifty Media -31.95%

Source: Tradepoint by Definedge
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At present, however, we can see a potential rounding top pattern in the Auto sector. This corresponds with shifts in the news cycle as reports are
emerging of the sector facing headwinds like high inventory levels, cash flow challenges to dealers, etc. The monthly auto sales data is also

indicating a declining trend, further adding to the uncertainty surrounding the auto index.

Exhibit: Nifty Auto Index Price Chart
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Nifty Auto Index, 1D, NSE 022,929.55 H23,063.70 L22,602.65 C22,693.20 -139.85 (-0.61%
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When looking at signals, it is recommended to seek confirmation of emerging pattern. A good supplementary indicator can be the ratio chart. A
ratio chart of the Nifty Auto index against the broader market index can help assess the relative strength of the emerging trend.
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This ratio chart is also showing a rounding top pattern,— confirming the change in trend and subsequent breakdown in prices.

Exhibit: Nifty Auto vs Nifty 50 Price Chart Ratio
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This suggests that we can expect the index to now underperform the market. As an example, a similar setup was seen on the Nifty Pharma to Nifty
ratio chart in the 2016-2017 period. Following the breakdown of the rounding top pattern, the index exhibited a sideways move and
underperformed the broader market for nearly 4 years.

Exhibit: : Nifty Pharma vs Nifty 50 Price Chart Ratio (Historical)
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Here are some historical examples of rounding tops and how they played out:

Exhibit: Jubilant Foodworks Ltd
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Exhibit: Reliance Industries Ltd
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Exhibit: HDFC Bank Ltd
abhishekS28411 published on Trading\iew.com, Jan 15, 2025 14:56 UTC+5:20
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To conclude, a rounded top pattern is essentially a sign of market optimism fading slowly and then all at once. Investors should pay attention to
this sign and remain alert to shifts in fundamentals. By combining chart patterns with ratio analysis and market indicators, one can make informed
decisions to navigate potential risks.

Disclaimer: We are an investment advisory outfit and not a tax advisor as such. Above mentioned views are based on our reading of proposed changes & regulations. Investors/Readers are advised to
cross check the impact assessment mentioned above with their tax advisors before considering any investment decisions.

Statutory Details:

Multi-Act Trade and Investments Private Limited

(SEBI Registered Investment Advisor - Registration No. INAOO0O008589)
Disclaimer:

This is an Internal Document and meant for only limited circulation. The information contained in this document is only for consumption by the client of Multi-Act Trade and Investments Private
Limited and such material should not be redistributed.

The information is prepared on the basis of publicly available information, internally developed data and other sources believed to be reliable. MATI provides independent analytical research and
advisory reports, including but not limited to Company Notes, based on its own expertise and understanding and such reports are not intended to be an offer or solicitation for the purchase or sale of
any security or financial product. The reader is advised to exercise independent judgment and act upon the same based on its/his/her sole discretion, their own investigation and risk-reward
preferences.

Any forward-looking statements made in relation to the content of the Company Notes are contingent on a number of risks, uncertainties and other factors that could cause actual results to differ
materially from those indicated by the forward-looking statements.

No consideration by way of remuneration or compensation or in any other form whatsoever, is received or receivable by MATI or any of its associates or subsidiaries for any recommendation,
distribution or execution services in respect of the products or securities mentioned in the Company Notes.

MATI, its associates or any of their respective directors, employees, affiliates, or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability
of such information and consequently are not liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way for decisions
taken based on the said information.

The Client shall at all times keep such information / data and material provided by MATI strictly confidential and will not use, share or disclose such information to any third party.

It is stated that, as permitted by SEBI Regulations and the Employee Dealing Policy of Multi-Act Group, MATI and/or its associates, employees, affiliates and/or individuals, clients of MATI, thereof may
have positions in securities referred to in the information provided by it and may make purchases or sale thereof while the information is in circulation.

The contents herein — information or views — do not amount to distribution, guidelines, an offer or solicitation of any offer to buy or sell any securities or financial instruments, directly or indirectly, in
the United States of America (US), in Canada, in jurisdictions where such distribution or offer is not authorized and in FATF non-compliant jurisdiction and are particularly not for US persons (being
persons resident in the US, corporations, partnerships or other entities created or organized in or under the laws of the US or any person falling within the definition of the term “US person” under
Regulation S promulgated under the US Securities Act of 1933, as amended) and persons of Canada.

Standard warnings:
a. Investment in securities market is subject to market risks. Read all the related documents carefully before investing.

b. Registration granted by SEBI, membership of BASL and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
General Risk factors
a. Securities investments are subject to market risks and there is no assurance or guarantee that the objective of the investments will be achieved.

b. As with any investment in securities, value of the Client’s investments can go up or down depending on the factors and forces affecting the capital market. MATI is neither responsible
nor liable for any losses resulting from such factors.

c. The information on investments is subject to external risks such as war, natural calamities, and policy changes of local / international markets which affect stock markets.
d. MATI has obtained its SEBI registration as an Investment Advisor effective from December 12, 2017 (validity — perpetual).



